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AND FINANCE 


Hearings held at Ottawa, 
7 Ontario, on Friday, 
January 18, 1963. 
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Ottawa, Ontario, 
Ppraiuay., 
January 18, 1963. 


--- At 9.15 A.M. the hearing resumed. 


SUBMISSION OF 


CANADIAN IMPERIAL BANK OF COMMERCE 


APPEARANCES 


Neiti.J. McKinnon _ - President, 
Canadian Imperial 
Bank of Commerce 


THE CHAIRMAN: I call the meeting to 
order. This morning we shall hear submissions from: 
Mr. Neil McKinnon, the President of the Canadian 
Imperial Bank of Commerce; Mr. Hart, the President 
of the Bank of Montreal; and Mr. McLaughlin, the 
President of The Royal Bank of Canada. 

Mr. MeKinnon, I understand that your 
submission will be put forward first. We wish to 
welcome 


you on your appearance pefore this Commission, 


and look forward very much to the discussion which no 


Digitized by the Internet Archive 
in 2023 with funding from 
University of Toronto 
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doubt will follow your opening statement. We have 
all read your brief with great interest, and I 
think most of the members of the Commission will 
have some questions to ask, and it may result 
in some discussion. We are very pleased indeed 
to have you with us. 

MR. MCKINNON: Thank you, Mr. Chairman, 

In addition to the submission I had 
made some notes relating to some evidence given by the 
of the Bank of Canada. Do I have your permission 
to read them? They are on file. I do not know 
whether you have had an opportunity to read them; 
they just arrived here vwesterday. 

THE CHAIRMAN: I have not read them. 
This is a concise statement? 

MR. MCKINNON: Yes. I will not take too 
long. This relates to some evidence given by the 
Governor of the Bank of Canada, and I would like 


to preface my remarks by saying that I have the 


“highest respect for his ability and judgment, but 


in one area there may be some divergence here, on 
the question of principle and approach. 

The question of the time lag in the 
reactions of chartered banks to Central Bank Monetary 
Policies is touched on in the brief submitted 


by the Bank of Canada, particularly in Sections 


B and D of Part 3 on the techniques of monetary policy. 


It was also mentioned in the opening statement 
before the Royal Commission, on January oes) 


the Governor of the Bank of Canada, and he commented 
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on it further in the course of his answers to the 
questions of Commissioners. 

One of the suggestions of the Governor 
of the Bank of Canada in this connection is that 
the present formula for calculating the minimum 
cash reserve requirements of chartered banks might 
be reconsidered, and he has indicated that in the view 
of the Bank of Canada the existing formula permits 
unduly slow responses. 

The proposal here would apparently be 
that the average period covered by the minimum cash 
reserve requirement should be shortened, although 
the Governor has of course made it clear that if 
the period were too short an intolerable rigidity 
would result. On this point it would seem that if 
the central bank is concerned about the extent of 
its ability to influence credit conditions it could 
with greater effect turn its attention to the financia 
institutions over which it has no direct influence 
rather than to such detailed refinements of its 
already extensive direct controls over the chartered 
banks. However, the main suggestion of the Bank 
of Canada in relation to this problem is that 
consideration might be given to empowering the Bank 
of Canada to vary the liquidity requirement of the 
chartered banks. The Governor noted first that he 
already has the authority, under the Bank of Canada 
Act, to vary the cash reserve requirement, on 


certain terms and within certain limits, and he 


indicated that this would enable the Bank of Canada 
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to exert a more direct and immediate influence over 
chartered bank lending policies in exceptional 
situations where this seems to be urgently desirable. 
(Opening statement of Governor, page 18). His 
new suggestion is that it might be desirable for the 
central bank to be able to achieve a similar result 
by varying the level of the minimum liquid asset 
ratio, and this is the point discussed in further 
detail in Sectinn D of the Bank of Canada's brief 
on the techniques of monetary policy. 

I am not concerned here to analyze the 
pros and cons of these suggestions as techniques or 
mechanisms of monetary management, and I do support 
the principle that the central bank must have a 
decisive influence on monetary policy for the good 
of the nation. I am concerned, however, to raise 
the question of principle, whether it is necessary 
or desirable to place powers additional to those now 
in being at the disposal of the central monetary, 
and ultimately, governmental authorities which 
already have very considerable, and ultimately final, 
powers to influence the operations of the chartered 
banks. I recognize, of course, that pune 
Governor has made it clear that, with respect to the 
second of these suggestions, the power to vary the 
liquidity ratio, he 4s thinking of a device to be 


used only in extraordinary circumstances and only 


for lim ted periods of. tines .Thie qualification is 


fii peels: a recognition that for most circumsvances 
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1 are already entirely adequate. 

2 I would suggest, however, that it cannot 

3 be accepted without question that it is in the public 
a interest for the central bank to have even greater 

5 powers to compel a very rapid limitation or shrinkage 
6 of chartered bank lending in response to a decision 

7 of the central authorities. I would suggest that it 

8 should be considered seriously whether it is not 

9 advantageous to the public interest that in almost 

10 all circumstances there should be not only some 

il possibility but a positive desirability of a period 

12 of adjustment. Abrupt changes in lending policies 

13 can cause serious and damaging hardships to the public, 
14 and pereieutar iy to smaller businesses, and, 

15 to individuals, who cannot so easily turn to alter- 

16 native sources of financing. Most businesses must mak 
¥) their plans at least six months and often longer in 

18 advance with a normal expectation of being able to 

19 borrow funds to finance their operations. If they 

20 suddenly find themselves cut off from the anticipated 
21 source of financing they are in very grave Gift seUloLes. 
22 In a country like Canada with great variations in 

23 seasonal peak demands for funds the issue can be 

24 particularly acute. 

25) It has sometimes been suggested that the 

26 | levels of lines of credit extended by the chartered 

07 | banks and the fact that in the aggregate these are 

28 usually much in excess of actual borrowings tend to 

29 | bring about a sluggish response to central bank policy. 


30 | Without detailing the historical background of such 
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lines, their inevitability in an economy where the 
call for loans varies from one region to another 
and from one season to another, and the fact that this 
condition ee wherever commercial banking is 
practised, I should like to mention that there seems 
to be some misunderstanding about the nature of lines 
or credit. All or nearly all of them are available to 
borrowers only at the discretion of the boards of 
directors of the banks and, except when specially 
contracted for, involve no legal obligation to lend. 
They,avre in fact described as follows in our own 
regulations as they probably are in those of other 
banks: 
rs An authorized credit is established 
solely at pleasure of the Board of the 
Bank and does not give the customer a 
right to borrow up to its limit except 
with permission of the Bank. The authorized 
credit merely establishes a lending limit 
to measure the credit risk and is 
created solely for administrative 
convenience. It indicates the credit 
risk the Bank is prepared to assume 
provided the borrower's affairs continue 
in a position satisfactory to the Bank 
but in no sense does it commit the Bank 
to lend to that extent." 


I use the word "commit" in the sense of an obligation 


which is enforceable. : 


In periods of credit stringency it is 
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customary to ask borrowers to co-operate.by using no 
more of their lines than is essential for the conduct 
of their business so that available credit facilities 
will be enough to meet all minimum essential needs. 
The response by borrowers based on years of experience 
has been most co-operative. But lines of credit in 
any case are not the determining factor. Business 
throughout the country, especially in concerns of 
smaller and medium size who characteristically have 

no excess capital and often insufficient capital, cannot 
be conducted without a degree of confidence in an 
ability to borrow in the normal course of business. 
Business in general acts on expectations based on 
established practice. If events foreshadow the 
likelihood that its wants cannot be met or not wholly 
met it is entitled to advance warning of a change in 
conditions by the medium of the central bank rate 

and to a period for adjustment as well. In this way 
business requirements predicated on its advance planning 
may be adjusted to the changed conditions impending 

or anticipated. 

If there should again be circumstances 
in which even the already formidable powers of monetary 
management are judged to be inadequate to meet the 
situation there is another long established technique 
available to the Governor and indeed to the Government. 
This is to call together the chartered banks to 
outline the problem to them, to canvass the various 
possibilities of action needed to serve the public 


interest in the particular circumstances which have 
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arisen and to reach an agreement on the most useful 
manner to solve the problem effectively in a way 
which is equitable and desirable from the point of 
view of the needs both of the authorities and of the 
national interests. The Governor of the Bank of Canada 
in his responses to questions from the commission 
has already cited instances in which this technique 
has been used beneficially. The chartered banks 
through the years have demonstrated a responsible 
attitude in the public interest with or without 
leadership from the central bank and to act in any 
other way would fail to serve their interest as it 
would fail to serve the interests of the nation. 
An approach of this thinking also avoids rigidities 
in a nation meh needs not only cohesiveness but also 
flexibility to serve the public good. 

I might conclude that a final reason for 
favouring a continuation of somewhat more flexible 
arrangements is that no one is infallible. Central 
Banks, like Chartered Banks, or Governments, or 
any individual or groups of people, can, on occasion 
be wrong in their judgments. It is not unusual to 
find that the most dedicated and conscientious groups, 
under concern or pressure in one area of responsibility 
It seems to me 


may lose perspective in another. 


not unreasonable to recommend a procedure which 


obligates the central authorities to discuss and 


examine the merits of a propsoal with others vitally 


concerned before decisions are taken which could 


force abrupt reversals of policy with widespread con- 
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Sequences across the country. The essence of 
successful central bank management in my opinion 
lies firstly in compatible fiscal policies #4 then 
in continuous foresight, leadership, and a gentleness 
of adjustment. 

THE CHAIRMAN: Thank you, Mr. McKinnon. 
Mr. Brown? 

COMMISSIONER BROWN:. Mr. McKinnon, you 
make reference to the present arrangement of the 
8 per cent as laid down by the Bank Act and the 
additional 7 per cent liquid asset ratio which 
exists by agreement between the banks and the 
Bank of Canada. What do you think of the present 
arrangement? Is it working satisfactorily? 

7 MR. McKINNON: Yes, I think ste working 
reasonably satisfactorily. I know that there has 
been a certain conflict of view about precise figures, 
but I do not think a monetary system can work 
effectively unless there is a fractional cash arrange- 
ment. Whether 8 per cent is precisely right or not 
may be a matter of judgment or individual view. a 
have no particular quarrel with it. 

I think, as we operate in our banking 
system, there may be a case for a different reserve 
against ae or time deposits as compared to the 
current account deposits; but as an approach, atv 
the present time I will not quarrel with this 8 per 


cent. 


COMMISSIONER BROWN: How about the 5 per 


cent? 
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MR. MCKINNON: You are Speaking of the 
additional 7 per cent? 

COMMISSIONER BROWN: Yes, that is right, 

MR. McKINNON: I think I should 
perhaps expand on this a little, although it may be 
a repetition of what the general managers have given 
in evidence in the last few days. 

The 7 per cent requirement as a 
secondary reserve is probably misnamed. ore S110 
really a secondary reserve, and it must be maintained 
and must not be used. On the other hand, the banks 
must retain a certain liquidity as an assurance to 
the depositors, Although I differed very strongly 
at the time this secondary reserve was introduced, 
principally because of the short period of time 
in which the banks were asked to create it, now it 
has been established I think it is not too unreasonable 
that the banks should continue to maintain it. a 
would not like to take a dogmatic stand on whether 
it should be precisely 7 per cent or not, but I do 
adhere to the principle that there must be adequate 
liquidity maintained by the banks. 

COMMISSIONER BROWN: Is it fair to 
interpret: from what you say that you agree there 
is merit in having a standard beyond which the Bank 
of Canada can know that the banking system as a whole 
will not move, and therefore at which point monetary 
policy starts to become effective? 

MR, McKINNON: If I may comment, Mr. 


Brown, I think that monetary policy is always effective. 
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Undoubtedly, it is helpful to the central 
bank to know what concepts the chartered banks have 
as to a minimum liquidity ratio; but I do not think 
there is quite such an area of absence of information 
in this field now as perhaps there was six or eight 
years ago, because we have gone through three periods 
of monetary tightness, credit tightness, since 1955. 

I think the statistics will indicate 
that when the banks are committed to the extent of 
around 7O per cent, or thereabouts, or very little 
more than that, in assets which are not cash or 
treasury bills or government bonds, that they do-re- 
strain thelr operations quite severely. in fact, 
they usually att in advance, because it takes quite 
a time to bring about a period of adjustment without 
too much inconvenience to the public. 

COMMISSIONER BROWN: I was thinking more 
in terms of some method of insuring that all the 
banks are working to the same figure, on the basis 
that if, say, one was working to 7 per cent and 
another to 9 per cent, then a movement of cash between 
the banks would cause quite a dislocation in the 


leverage throughout the system. 


MR. McKINNON: .Well, if I understand 
your comment, Mr. Brown, you are raising a question 
as to whether the banks should adhere to a uniform 


practice in the long run. 


COMMISSIONER BROWN: That is right, 


as a minimun, 


MR. McKINNON: AS a minimum? 
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COMMISSIONER BROWN: Yes. 

MR. McKINNON: I do not think the banks 
have adhered to a uniform concept of minimum Liquidity, 
but there has been a broad approximation, and I would 
think, from the point of view of the operation of 
monetary policy, that the aggregates are what the 
monetary authorities are LHvEReseod in and not, 
perhaps, so much what one individual bank may do as 
compared to another one, I know we have had views 
at times which obviously had not been shared by other 
banks, but the aggregate average seems to have worked 
out pretty much in the line of what one would have 
expected. I am speaking now in a little broader 
context than the secondary reserve itself. Banks 
must keep reserves over and above that 8 per cent 
plus 7 per cent, because they are the minimum, so 
the true reserves are those that exist above that 
figure, in the sense of flexible things that can be 
used. 


COMMISSIONER BROWN: For this period of 


adjustment particularly? 


MR. McKINNON: Yes, and for normal 


operations as well. 

COMMISSIONER BROWN: There was one 
suggestion the Governor of the Bank made which I 
think is quite material in this context, but which 


you do not mention. That is, consideration may be 


given to reducing the averaging period from a month 


to a two-week period. 


MR. McKINNON: I have only mentioned it 
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1 indirectly. In addressing myself to this Subject 
2 I was avoiding the detailed refinement of techniques 
3 and rather commenting on the broad principle involved, 
4 If I may refer to my statement, I did 
5 comment, I think: 
6 "The proposal here would apparently 
7 be that the average period covered by 
8 the minimum cash reserve requirement 
9 should be Shortened, although the 
10 Governor has of course made it clear that 
11 if the period were too short an 
12 intolerable rigidity would result." 
1%) 

COMMISSIONER BROWN: He did specifically 
14 
Suggest two weeks? 

‘ MR. McKINNON: Yes. I do not wish to 
, take a dogmatic view in matters of this kind. 
a COMMISSIONER BROWN: Could I rephrase 
i my question, possibly? Can you see any advantages 
ss in this, or can you see any disadvantages in it? 
20 
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MR. McKINNON: I can see one advantage 
where the present technique has worked, we think, quite 
well. It is a flexible thing. It is not unreasonable. 
It is four weeks. Shortening it to two weeks might 
bring more precision in the calculations of the central 
bank but it would be an awkward thing from the point of 
view of the chartered banks. I am not sure that the 
advantages the central bank would gain would outweigh 
the awkwardness from the point of view of the individual 
chartered banks. 

COMMISSIONER BROWN: You.prefer the.four- 
week cycle to the two-week cycle? 

MR. McKINNON: The four-week cycle is some- 
what easier to operate under than the two weeks. The 
banks work closely to the 8 per cent cash ratio. Idle 
cash earns nothing. The average is looked at very 
closely. Banks realize that they will have wide swings 
in their clearings and wide swings in the cash that is 
normally available to them. Just as one example, I 
think in some cases it is the practice to develop 
something a little over the 8 per cent average in the 
early part of the four-week period so you may fail a 
little below it later on. Under a two-week period we 
would probably have to carry more than 8 per cent cash 
to be certain we would not go through the minimum figure 
COMMISSIONER BROWN: Thank you very much. 

COMMISSIONER GIBSON: Mr. McKinnon, I might 
few rather general questions about your views 


ask you a 


on monetary policy. We have had a good many briefs, two 


them from other bank presidents, in which views have | 
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been expressed as to the function of monetary policy. 

Do you regard it mainly as a short-run Stabilizer, that 
is, a technique for moderating the ups and downs of 
business, or as a provider of a desirable climate for 
efficiency in the growth of the economy. Would you care 
to talk about that? 

MR. McKINNON: Mr. Gibson, that is a very” 
broad guestion. This, of course, goes back into the 
old concept of the purposes of currency. I am afraid 
that the monetary policy has to do a multiplicity of 
jobs. We like to look upon currency as something which 
will retain value. In the last quarter of a century 
we have not been altogether reassured that it does. 

But that undoubtedly is one of the underlying problems 
that arises in the minds of our monetary authorities, 
that they do not want to create too much currency that 
will debase the value of the dollar. That is a long 
range consideration. 

COMMISSIONER GIBSON: Perhaps I should put 
the question more specifically. Some people say that 
monetary policy should simply be trying to find out the 
ups and downs in the short business cycles the best it 
can. Other people say that the lags in response to 
monetary policy are such that you cannot be too sure 
if it will be very effective in this way, and that it 
is more important to take a bit longer view andtyt min- 
tain a climate that is encouraging to growth and 
efficiency. Efficiency, of course, includes the idea 
that money retains some reasonable value. 


MR. McKINNON: I certainly would agree with 
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1 the latter part of your statement, that to maintain the 
2 climate is the important thing. I can only speak from 
3 my own experience and I do not profess to be an expert 


4 in this field, but to attempt to use monetary policy to 


5 iron out short cycle periods would impose impossible 


6 demands on those trying to exercise this, for nobody 


me is gifted with sufficient insight to know what will 


8 happen six months, one year or two years henoe,.im- 
9 I think the broad climate is the important 


10 thing to maintain. 


11 I also think experience has indicated -- and 

12 others who are much more knowledgable in this subject 

13 than I have given evidence in past hearings before the 

14 Banking and Commerce Committee on this -- that monetary 

15 policy can be effective in some areas and not in others. 

16 As we know, in the past monetary policy durin 

17 periods of very severe depression, caused by problems of 

18 international trade or other basic problems, has not 

19 been altogether effective cin stimulating increased: 

20 economic activity. 

21 THE CHAIRMAN: Mr. McKinnon, would you mind 

22 speaking a little bit vondees The acoustics are not 

23 good in this room and there are quite a number of 

24 people who would like to hear you. 

25 COMMISSIONER GIBSON: In talking about lendin 

26 policies of the banks and the degree to which they can 

27 || reasonably be expected to respond to monetary polic;. 

| you put a good deal of emphasis, particulari; in you 
statement this morning, on the desirability of gradual 


30 | changes and not abrupt and sudden adjustments. 
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1 You also put a fair amount of emphasis on 

2 the desirability of some kind of a signal when a 

3) substantial change is required. How should lending 

4 policies respond or should they respond at all when 

5 there is not any strong signal but when bank liquidity 

6 gradually declines as a result of central bank policy, 
7\ when there is a gradual increase in loans? When do you 
8 see the lending policies changing under these conditions 
9 What I am endeavouring to get at is: do you think there 
10 ought to be quite a reduction in liquidity before there 


11 is a change in the lending policy? 


12 MR. McKINNON: Not necessarily. The trend 
13 is the significant thing. I think that any bank which 
14 observes its loans increasing and its liquidity position 


15 gradually decreasing tends to adjust itself almost at 


16 once or within a very short period of time by being 
17 q little more conservative as to the magnitude or 
18 extent to then credit might be extended by tnat 
19 particular bank, because all business Pas to be done 
20 and, in fact, is done on the basis of forecasting and 
21 planning and banks are no exception to this rule. 
92 Ir, for example, we were to see our loans 
23 increasing and our casn reserves not increasing, and our 
24 liquidity ratio therefore declining, you would tend to 
25 gradually apply the brakes with increasing effect as 
26 time went on. That is how the period of adjustment 

* 97 | comes about. 
28 | COMMISSIONER MACKINTOSH: Would there not 
ZR be an he RS step in which you would reduce your 


390 |noldirg of securities to repair your liquidity? 
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MR. McKINNON: Yes, there would be. That is 
implicit in what I said, that as our liquidity ratio 
declines we would sell securities to finance increases 
in loans. There are other influences operating on. 
banks too. During such a period interest rates tend 
to rise, prices of bonds tend to decline, and to sell 
bonds, of course, involves losses and no one wants to 
take losses if it can be avoided. Sometimes you must 
in the long range interest, but you operate so as to 
minimize losses if you can. 

COMMISSIONER MACKINTOSH: As I understand 
your answer to Mr. Gibson's question, it is that while 
this process of selling some securities is going on you 
are at the same time becoming more conservative in your 
lending policy; and that this goes on continously? 

MR. McKINNON: Yes. 

COMMISSIONER MACKINTOSH: You do not wait 

portfolio 
until you feel your security/has gone down to a minimum 
limit and then turn your attention to loans? 

MR. McKINNON: No; that is not the case. If 
I may explain, when I used the word "conservative" I 
did not mean in the way of appraising creditworthiness. 
We cannot wait until such an extremity, for there would 
be such a broad change in relation with all borrowing 
customers that it would not only be damaging to them 
but to the bank as well. The bank ought to try to 
meintain within itself sufficient flexibility to take 
care of necessitous needs throughout the country. 
COMMISSIONER GIBSON: So that you see this 


as a fairly smooth process? This is what -you mean by 
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the "gentleness of adjustment" in the closing phrases 
of your statement, that there is a gradual tightening 
rather than a very sudden one? 

MR. McKINNON: Yes. 

COMMISSIONER GIBSON: Some people who have 
appeared before us have argued that you do not get 
much response in real decisions, that is spending 
decisions, unless there are quite marked changes in credi 
conditions, that is unless interest rates and availability 
in credit change very considerably. I take it you would 
not support tnis kind of view? 

MR. McKINNON: Not to that extreme. We have 
had three periods of credit stringency in Canada since 
1955: one in 1956, one in 1959, and one this year. These 
have ar. «on from different origins and different sources. 
There is a certain exoerience shown statistically as to 
the degree of response, the time lag, and so on. I 
think it runs between four and six months from the time 
the restrictive measures are initiated until the bank 
loans level off or begin to decline. I think to have a 
shorter period of adjustment could do a great deal of 
harm to business in general throughout the country. 

COMMISSIONER GIBSON: You have indeed 
emphasized the need for a lag in the adjustment of 
lending policies. That is your central point, I would 
think. What happens, as Dr. Mackintosh was saying, when 
prior to any substantial adjustment in lending policies 
there is a sale of securities, sometimes short but 
sometimes longer securities? Do you have any particular 


views about the consequence of these sales, not about 
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1| the banks! attitude about selling securities but about 

2 what happens as a result of these sales? In other words 
3 if the central bank wants to keep bank deposits from 

4 rising, this can be achieved just as well by the banks 
5| Selling securities. What happens, of course, is that 

6 the sale of a security takes liquidity away from some- 


7 body else and this spreads through the economy in the 


8 form of less liquidity and higher interest rates. Do 

9 you think this is an effective process? In other words, 
10 would you be prepared to say it is as effective or 

11 that it is less effective than a restraining lending 

12 policy? 

13 MR. McKINNON: Well, Mr. Gibson, it seems to 
14 me that the two are related. If we do have a period 

15 of credit restraint or credit tightness, whatever one 

16 chooses to call it, initiated by the monetary authoritie 
17 for very good reasons, many things have to happen at 


18 the same time. Interest rates will tend to rise. 


19 Securities will tend to be sold whether it is by banks 


20 or individuals. In my opinion a short time will elapse 
1 before the banks will be restrained, and I think all 

22 these consequences are indivisible. Does that answer 
33 the question or have I missed part of it? 

24 COMMISSIONER GIBSON: No, I do not think so. 
25 This is the way, of course, the effects of monetary 

26 policy now work themselves out to the near-banks, which 


f you have talked about at some length, through the sale 


28 of securities by the banks. 


t~. 
Oo 


MR. McKINNON: Yes. Of course, the impact 


Of central bank policy 
/ on the near-banks is bound to lessen as they grow in siz 
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Toronto, Ontario 
relative to the chartered banks, 

COMMISSIONER GIBSON: Oh, yes. 

COMMISSIONER LEMAN: Mr. McKinnon, I have 
a broad question to ask you too. Could you, using a 
wide brush, eee describe for us the major trends 
that are observable in the way that the chartered 
banking system performance has changed over the years, 
let us say, in the post-war period, and tackle it in 
the context of the two main recommendations of the 
Submission that the Canadian Bankers! Association has 
made relative to the lifting of the 6 per cent ceiling 
on bank interest rates and the ability to take mortgage 
Security for loans? Where are the chartered banks headed 
With all this? But take a look at the past before you 
take a look at the future, for this is not a static 
thing we are looking at. It is a flow. 

MR. McKINNON: Yes, Mr. Leman, it is a flow. 
I think Mr. Rasminsky, in his evidence, said his 
objectives were eternal. . 5 thane ours are perhaps 
a little more immediate. But there has been a constant 
evolution in the operations of banking in this country 
Over the years. I suppose it is not unfair to say that 
in the early days the country was so short of working 
capital that it became the purpose of the banks to collec 
all the deposits they could in order to finance current 
business. 

I believe Canada is still short of capital 
of a different kind but deposits have grown very 
Substantially. The banks have become conditioned to 


lending on mortgages through the National Housing Act, 
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1 rather long-term mortgages. Many of then, however, have 


had experience 
2) / in their pension funds in lending on conventional 


3 mortgages which are usually available on an amortized ba is 
4 in monthly instalments over a period of 15 to 20 years. 

5 It does not seem at all unreasonable that the banks 

6 should gradually put some of these deposits into 

7 conventional mortgages. 

8 It is one thing to make a recommendation that 

9 the banks should be empowered to do it, but it is quite 


10 a different thing to envisage the extent to which the 

i1 penks could do it within any given period of time. I 

12 think the progress would be quite slow but I think it 

13 would be a desirable thing for the banks to have 

14 authority to make such loans. 

15 We find for ourselves that we can make such loans 
hrough our pension fund 

16| /safely. We know that they are rather more liquid than 

17 the longer-term National Housing Act loans. We believe 


18 that there is a certain gap in the availability of 


19 mortgage money on established housing throughout the 


20 country. I think it would be desirable to have this facility. 


21 I do not believe it would be as economical in the national 
‘interest 

22) /however, if institutions vutside the banks were able 

23 to gain a greater revenue and pay a higher rate of 

24| interest on deposits than the chartered banks could do 


r 


25 over a longer period of tme. I think there will always 


26 be a considerable difference in the nature of assets in 
27 | the commercial banks as compared with other organization 
28 | such as trust companies and credit unions, but I think 

| 


I there is an area there where the chartered banks could 


30 operate successfully and beneficially not only fa the 
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public at large but in due course for the Savings 
depositors as well. 

COMMISSIONER LEMAN: In your Submission you 
say, if I may quote one sentence on page 6: 

"Any realistic assessment of the present 

Situation must lead to the conelusion that 

the considerable network of competing 

financial institutions is now well establish- 
ed and is here to stay." 

MR. McKINNON: Yes. 

COMMISSIONER LEMAN: What I am wondering 
about is that the removal of the 6 per cent ceiling and 
the extra flexibility this would give the banks at both 
ends of the operation, that is in competing to attract 
funds from the public and in putting out these funds 
to work in broader fields, and this touches on the 
ability to take mortgage securities, -- I am just 
wondering what the competitive position of these other 
financial institutions, which you say are here to stay, 
would be? 

What would be the factors which would enable 
them to compete? What is it? 
They would not be in any better position to attract 
funds than the banks. They may have been in the past 
while the interest rates were high in relation to what 


the banks could do. 
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MR. McKINNON: I think part of the answer 


2 rests in the nature of the business the other insti- 

3 tutions choose to do. The chartered banks are both 

4 Savings banks and commercial banks. We are engaged in 

5 commercial lending; that is fundamental in our business. 
«| We therefore have to maintain a certain liquid ratio 

7 to take care of commercial loans. We are not in quite 


8 the same position to commit all the assets of the 

9 chartered banks as others might be, to the higher yieldi g 
10 and longer term assets, and I think that they will 

f] continue to have a place of their own, that they will 


12 continue to grow. I think some of the figures that I 


13 have given in this brief indicate a very rapid rate of 
14 growth. 
15 I think if the banks were authorized to 


16 engage in mortgage lending and if the powers to do 


17 business by the banks in general were broadened, the 


18 other institutions will grow but perhaps not at the 


19 Same striking rate in relation to the chartered banks 
20 as we have seen in the last five years. In the lastfive 
21 years their deposits have grown about 100 per cent, 


22 and those of the chartered banks about 20 per cent. 
23 I think if these powers to the chartered 
94 banks were broadened that the banks may be able to 
95 | grow relatively a little more than they have done in 


26 the past. 


27 COMMISSIONER MACKINTOSH: You are saying that 
28 | @.man doesn't grow as much as a boy! 

29 MR. McKINNON: I think also one of the impacts, 
30 | Dr. Mackintosh, would be -- if the banks engaged in 
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1 conventional mortgage lending, although one never knows 


9 what the circumstances will be at the time - the probabl 


3 impact would be a reduction in the rate of interest of 
4 conventional mortgages. 
5 COMMISSIONER MACKINTOSH: It is your 


6 expectation that if it were made permissible the growth 


% of mortgage loans by the chartered banks ,you expect, 


8 would be rather gradual and not sudden. Would this, 


9 do you think, apply both to conventional mortgages on 


10 house properties and conventional mortgages on commercia 
11 properties? 
12 MR. McKINNON: Yes, the gradual growth would 


13 apply to both, Dr. Mackintosh, in my opinion. There 


14 would certainly be mortgage lerding on commercial 
15 properties, but I think it would be a rather discriminat ng 


16 type of lending, we would be rather careful of the 


oy credit risk involved here. 

18 I do have some figures indicating the aggre- 
19 gates of mortgage lending in recent years. The total 
20 on conventional mortgage loans made in 1961 was 633 


21 millions and the total of NHA mortgage loans was one 

22 billion, 357 millions, so the conventional mortgage 

23 loans are about half the amount of the NHA loans. 

24 Now, of this 633 millions, there is a division 
25 ee about 300 millions in existing 

26 residential loans and 333 millions in new residential 

27 loans, so one can see easily from that that the growth 

28 would have to be a gradual thing. 

29 COMMISSIONER MACKINTOSH: This works in two 


30 different directions; if you were enabled to take 
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1| mortgage securities for some business loans, I imagine 


2 the banks could make some inroads into the field of the 


3| Industrial Development Bank and some other institutions, 
4 which are willing to make somewhat riskier loans because 
5 they can take more security in offering conventional 


6 house mortgages and moving into the field of the 
7 insurance, trust and loan companies. 


8 I notice one point in-your submission, at the 


9 end of the paragraph which begins on page {, @nag you 
10 Say there that Mr. powers in his 1954 statement indicate 
11) at the same time that in his opinion the holdings of 


12 residential amortized mortgages have not been an 


13 important element in the difficulties experienced in 


14 the United States. You contemplate that conventional 


15 mortgages would be amortized? 
16 MR. McKINNON: On housing, yes; it is quite 
17 @ common practice. I think that has made a vast change 


18 in this whole idea of mortgage lending; it is payable 


19 on a monthly basis and amortized over a period of, I 
20 believe it is, fifteen years now. It has strengthened 
21 -the safety of these loans a very great deal. 

22 COMMISSIONER MACKINTOSH: It is part of the 
23 agreement as far as conventional loans are concerned. 
24 MR. McKINNON: Yes. 

25 COMMISSIONER MACKINTOSH: Which are made, I 


26 gather, for five years? 


27 MR. McKINNON: They are drawn for five years, 
ad but they are made payable on the basis of fifteen 
29) years. 

| The problem, I think, in the years gone by, 
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many years ago, on conventional loans was that the 
mortgage would be drawn for a given period of years 
for the original amount and there would be no payments 
on it, which was not -- as it turned out -- to the 
advantage of either the borrower or the lender. 


COMMISSIONER MACKINTOSH: Thank you very 


much, 

COMMISSIONER LEMAN: Mr. McKinnon, if I might 
quote another sentence in your submission -- and this is 
on page 2 -=- you say: 


"If this is the case, it would seem that the 
general terms or conditions upon which they 
are permitted to do business should be 
essentially the same" - 

That is, all financial institutions -- 

"and that the limitations imposed on banks 

which restrict them from offering all types 

of service of a banking or fiduciary - nature 
should be removed." 

Do I read an implication in there that you 
would visualize a bank even getting trust company 
powers, engaging in the trust business? You nodded 
yes? 

MR. MceKINNON: Yes, that is what we intended 
to convey by the use of the word "fiduciary ". My 
View is that the wider the area of competition among 
financial institutions the more beneficial it will be 
for the country and for all the companies engaged in 
this particular field. 


‘The trust companies, of course, are engaged 


sgn ng A EAE IN 


o sia dikastaeeba tie sition ia a 


yortt dolfw aoqu snolenbaeo to ‘siiver laneney 
ed Sivede ezenteud ob ot beiclamsg 32G 4 

- "snee edd giistiyvetes 
-- eqottupstenh Lercrsat? fie yak vame 
eines 10 besoymt 2nerd ed ime! aut res. baa! rhe 
@sqyd (La gatvetto mooi menh soit eee dein ’ 
sited. alee "6 gaiiuaesd & 39 solvise 20 a 
devoss1 ed pivots i * 
soy tant oyets-ol aoltco Lbqnk: ne beet I oC wt 
wqeqdod Jeucd gallieg aeve’ xaed 6 sailevety &iuow 


habbo sov ¢seethsud Yeuw ets af qetgecgde ,et67Eq- 


sebasdqt ow terw el Sedéd .ea¥ KOM AOM aa. 
vt .° “Sreteubhiy brow ede to sae od? yd yevaes ‘anf 
ucobs colemegmoo %6 cots edt eotiw end sets et veey 
s¢ {itv dL latuttened snom sie sty tiyti test faronenth 
+ bseaane setragiioe: of? Ils tot bane grsauee, edd 102) 

‘s | -Oiect valmelsnag aide 


as 


. he Nethercut & Youn nd 8409 = 
Fy ray | Y 
Se 


Toronto, Ontario ° 
1 in a great many activities that are under sanction by 


2 the Act itself. If the banks had powers to do all the 


3 business of a ans company nature -- of which mortgage 
4| lending is one -- they may or may not exercise them aul, 
5 but they might provide facilities, perhaps, in areas of 
6 the country that are not too well served, because the 
7 trust companies are more prominent in the larger centres 
8 whereas the chartered banks are represented throughout 
9 the whole country. 
10 COMMISSIONER LEMAN: Well, it seems to me 
11 that this is basic to the outlook for the chartered 
12 bank system as a whole. What do you see would be the 
13 desirable trend in the whole complex of financial 
14 institutions that the country has? Do you see that 
15 it would be best if some of them should be regional 
16 in character while the chartered banks are national 
17 in character, most of them, and some of them could 
18 try to specialize in.a particular. field, while some 
19 of them -- if your recommendations were to be followed 
20 -- would have provided a complete and broad service 
21 that could take care of the customer's entire needs 
4 in the financial field. 
al MR. McKINNON: I think the greater 
24 an area of competition the better it is for the 
25 country and also, strangely enough, I think it is 
i better for the other companies too, because competition 
4 sharpens up their organizations, and I am quite 
28 | satisfied that trust companies and other organizations 
29 are going to continue to grow and expand. 
| If all the panks were given additional 
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powers to engage in trust company activities, tnis apil1i y 


of other companies 
2 /would continue to be so for the reasons I mentioned 


4 earlier, because banks -- as commercial lending 

“ organizations -- are required to carry a certain amount 
5 of liquidity and must be prepared.to. pravide a service 
6 facility throughout the communities in which they 

7| are represented. 

8 By giving the banks powers to engage in 

9 fiduciary activities, it may or may not mean that they 
10 would all do it. It may mean that they would arrange 

11 with the trust companies to administer work that 


12 they would negotiate through their branch system, or 
13 that they wouldn't engage at all in that field, but I 


14 think that the broader the powers, the more likelihood 


15 of effective competition throughout the whole country. 
16 Part of my thinking is based on the facilitie 


17 in other countries. I believe that the British banks 


18 are incorporated under the Joint Stock Companies Act -- 
19 there is no separate Bank Act there -- and they have 

20 extremely wide powers. 

21 COMMISSIONER LEMAN: Well, I personally am 

22 struck by the fact that we have not had a large inflow 
23 of new banks started in the last 20 years, and I am 

a wondering if it would not be desirable that the field be 
a opened to new entrants somehow, and in our discussion 

26 with the general managers we got the impression they 

27 felt it would be very hard for a new bank to get started 
| in Canada that doesn't have the branch network 

29 that the existing institutions have, which is a key 

30 | factor in the development, and so I am wondering what 
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1| your thought is about the possibility of the growth in 
2 numbers of institutions through specialization, or 

3 through the possibilities that the regional aspects 


“ would give them in getting well established in a corner 


5 of the country, so-called? 
6 MR. McKINNON: I think that the creation of 
7 a new organization in any business depends entirely on 


8 the profitability of the business. 
9 Any company or any group of people contem- 


10 plating establishing a bank in Canada has to look at 


11 the capital investment involved, the probable profit 


12 that may be made from it, and weigh that in relation 


13 to other fields of endeavour. 
14 If financial organizations became more 
15 profitable there would be more incorporations in the 


16 area. I think that applies to all types of financial 


v7 organizations, not to just banks, but also-.as it does to Jany 


18 other type of business, and if the profit to be gained 


19 does not warrant the capital expenditure then, of course, 
20 there will not be expansion. 
21 | COMMISSIONER MACKINTOSH: Pursuing that a 


22 || little further, Mr. McKinnon; you would contemplate 


23 || that if authorized the banks might expand.into 


24 fiduciary business, you say, in certain areas of the 

25 country. Would you also expect a trend whereby trust 

26 companies and perhaps some other financial institutions 

27 would extend further and further into the banking 

28 | business? 

29 | MR. McKINNON: That is quite likely, quite 
30) possible. They have done so to an extent in the last 
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1) dozen years. 

| COMMISSIONER MACKINTOSH: So, we might say 
3 that in another decade or two there may be a large 

4 number of fairly similar institutions, some of which 
5| would be more trust companies than banks and some of 
6) which would be more banks than trust companies? 

7 MR. McKINNON: That is quite possible. 

8 COMMISSIONER MACKINTOSH: But all would be 


9 both. Do you think this is a desirable development? 
10 MR.~c MCKINNON: Yes, I think sote. IL think 


11 that the more competition there is in the field the 


12 better it is for the customers and the more effective th 
13 institutions themselves become. 

14 COMMISSIONER MACKINTOSH: Do you think this 
15 might, for example,reduce the number of trust companies 


16 or, at least, v.slow up the entry into that field? 
17 There have been more trust companies organized in recent 


18 years than there have been banks, and if you slow up 


19 the entry into the trust company field, it is a bit of 


20 a calculation as to whether you have got more 

4 competition or not. 

22 I have a little difficulty with this concept 
23 of every financial institution becoming a sort of 

24 department store; not all operating in the same depart- 


25 ments, but all operating throughout the whole financial 


26 field. Is this the sort of thing you see ahead? 

27 MR. McKINNON: _It is rather difficult 
i, | to prognosticate what may happen -a few years hence, 
| and I would rather doubt that many new financial 


30 | organizations would open branches on the scale that the 
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1 Canadian chartered banks have done. 

2| The profit in a financial business has to 
| be made where you can get the volume, and the volume 
ae is obviously in the larger centres and that is where 
> you would see the normal expansion of institutions of 


6 that kind. So, I don't think by enlarging the powers 
7 of the banks that it will mean that the activities of 
8 other institutions will be curtailed. I think they will 
9 continue to expand; I think they should and I think they 


10 will be able to. I think that they do offer and will 


11 continue to offer a degree of service that is perhaps 
12 somewhat more specialized than the chartered banks. 
13 If they, of course, engage in commercial lending and 
14 assume the obligations as well as the activities of 


15 the chartered banks, then they would be on about the 


16 same footing in the competition. 


17 COMMISSIONER MACKINTOSH: There may be others 


18 but I see two possible patterns; one of which is the 


19 extension of the powers of a variety of financial 

20 apstivutions so that they~all overlap a bit, the ones 
21 we have been talking about; and the other is the 
development of a considerable variety of specialized 

23 institutions all working in different fields and having 
24 Some overlapping with each other through 


25 the markets. I don't know enough about it, but I 
26 think there is more of this pattern in the British 
27 System. I am just wondering which is the better 


pattern to work towards? 


MR... McKINNON: Some of that pattern is 


Noo 
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. 30 emerging here, too, but, of course, I think we must 
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remember that in the British system this particular 
pattern has emerged in a condition where there are no 
restrictions on any of these companies; they can go 
ahead and incorporate under the Joint Stock Companies 
Act and provide whatever service they feel that they 
can do profitably and usefully, and that has created 
in my opinion a diversity in the system that exists 
there, together with the fact that Britain is a great 


international trader as well. 
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THE CHAIRMAN: Well, in Great Britain 


2 is there not, in fact, a considerable degree of 

3 Specialization? Although they may have the widest 

4 powers to Bars in almost any type of financial 

5 business, there being very limited legal restrictions, 
6 nevertheless, are they not, in fact, inclined to 

7 Specialize perhaps more than we do in this country? 

8 MR. McKINNON: Yes, I believe that oe 

9 true, Mr. Chairman, and I think that the freedom 

10 to compete has helped to create that system. 

> THE CHAIRMAN: Yes. 

12 MR.McKINNON: They are in business 

13 to make money, and to offer facilities from which 

14 they can profit. Many of them feel that by offering 
15 a specialized type of service they can do better 

16 than by offering more generalized services, There 

17 is no reason why we should not see the emergence of 

18 that type of financial organization in Canada. 

19 THE CHAIRMAN: On the other hand, what 
20 is wrong with the "department store"? 

i MR. MeKINNON: PAG Pare! that is what 
22 I am rather advocating, but I AS eed think we would 
: be able to monopolize the market. 

4 THE CHAIRMAN: Suppose there was a 

25 statute of some kind which provided for various 

26 departments -- departments of business? If an 

27 institution engages in the deposit business, for 

d instance -- and that is regarded generally as banking, 


although we are still wondering what definition has 


fl to be given to "banking", because 1t seems to be a 
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rather vague term -- that;would be one item. if an 
institution enters into that sort of business on 
a reasonably big scale then it would be reasonable 
to think that it would have to comply with the 
regulations that are appropriate to that type of 
business, The trust type of fiduciary business would 
involve other types of regulations. Suppose you had 
five or six departments of the financial business 
provided for, and that any company could apply for 
the right to engage in any one or more of those 
departments, and be subject in each department of . 
their business to the restrictions and the legal 
provisions that would apply to that particular type 
of business, would you consider that to be a good 
thing? That would provide for the most complete 
Petition that you have in mind, and at the same 
time it would provide for the same type of regulations 
to apply to all companies that engaged in the business 
of any particular department. 

MR. McKINNON: Yes, and, of course, 
it is the case that banks elsewhere -- in countries 
Such as Britain, the United States and others as 
well -- do have much broader powers to do business 
than do the Canadian chartered banks, But, I think, 
Mr. Chairman, that probably the determining factor in 
the end would be the skills of management. Certainly 
it is true that any organization that can introduce 
Superior management skills will do rather better 
than others, and I think that is the condition that 
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1) be found in other countries. 

] THE CHAIRMAN: I suppose the main 

3 considerations we are concerned with are whether 

4 organizations carrying on the same kind of business 

5 Should be subject to the same kind of restrictions, 

6 whereas, perhaps, that is not so now -- at least, 

7 that seems to be your contention from a reading of 

8 your submission. 

9 MR. McKINNON: Yes. ak Mays Nir 

10 Chairman, I would like to refer to the word "restrictions" 
i1 with some degree of diffidence because the less 

12 restricted organizations are the more effective 

13 they will become. 

14 COMMISSIONER MACKINTOSH: You would 

15 like the same lack of restrictions? 

16 ' MR. McKINNON: I think there would 

17 have to be certain house rules, and that they will 
4 have to be abided by. 

19 THE CHAIRMAN: There are certain ground 
20 rules that apply in various ways to different kinds 
21 of corporations. 

22 MR. McKINNON: Yes, and they have to 

23 be established in the public interest. 

24 THE CHAIRMAN: They would: have to abide 
25 | by the ground rules that would be enforced by the 

26 central bank, but there might be other ground rules 
4 that need not be touched by the central bank directly 
28 at all. 


| 
| MR, McKINNON: I remember that during 


| 
30) the 1944 revision of the Bank Act the late Mr, Hanson 
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1 referred to the impact of the Bank Act on the banks 
2) as making them the most cribbed, cabined and confined 
3] institutions in the country. 
4 COMMISSIONER MACKINTOSH: May I go in 
5 a littie different direction from this general area? 
6 There is in this country a very considerable variety 
7 of links between banks and trust companies, ranging 
8 all the way from stock ownership to common directors. 
9 There are traditional relationships, and so on, which 
10 have been a little hard to handle. If you move in 
11 this direction of giving considerable scope and 
12 common powers to these various companies does that 
13 not mean that these links become essentially links 
14 between banks which raise more serious questions 
15 than links between a bank and a trust company? 
se MR. McKINNON: I am not at all ee 
17 that that would be the case, Dr. Mackintosh. These 
18 links to which you refer have existed for some time. 
19 It has been customary for banks and trust companies 
20 to have certain affiliations represented by directors 
21 on each others! boards, and so on. That certainly 
22 has not eae AB the trust companies from moving into 
4 the banking field. 
24 | In the first place, the responsibility 
25 of the management of the trust company must be to 
26 | serve the interests of its clients and shareholders, 
or No representation on this board that tended to dis- 

| 
28 | courage it from doing that job would be a suitable 

i representation. 
29 | I think the evidence we have found of their 


own expansion in the last dozen year's demonstrates the 
—30/ fact that managements have acted independently serving 


| their own interest, and not referring to the interests 
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of any particular director, 
I do not know whether that is universally true, but 


2 | it is generally true. There has been quite a lot of 


i evidence on that subject. 


| 
4 COMMISSIONER MACKINTOSH: If you have this 
5 development of the banking and trust company business, 


6 with the trust companies going further into the banking 
7 business, and you consider these links as advantageous, 
8 and that it is not necessary to disrupt them, is there 
9 any reason why banks should not hold stock in other 


10 banks? You are all going to be banks together. 


11 MR. McKINNON: That brings us back to the 
12 various areas of specialization to which you referred 
13 earlier, and also to my comment about superior managemen 


14 skills. I think that the companies that specialize in 
15 a certain area do tend to develop a particular facliity. 
16 fedonnot pei os that the evolution of financial 

17 institutions in Canada has led to any lessening of 

18 competition. Competition has been greatly intensified. 
19 I see no reason why that should not happen in the 


20 future. I think it is a desirable thing that it should. 


21 COMMISSIONER MACKINTOSH: Competition among 
22 a few, however, can differ from competition among a 
23 large number of institutions. I am not suggesting it 


24 does not exist, but it follows different patterns. 


MR. McKINNON: It is more intensified. 


bo 
on 


26 COMMISSIONER MACKINTOSH: That may go to 

27 the point where it has to be controlled. 

28 MR. McKINNON: I would hope chat the judgment 
29 of the managements of the institutions vould not carry 


| ; 
30 them to excesses. There are automatic built-in governors}. 
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1/The area*of management of every bank must do a job that 

2 is satisfactory to its shareholders each year too. 

A COMMISSIONER MACKINTOSH: Another way of 

,| looking at this is this; the evidence is that entrance 

5 into the banking field as it now stands is very 

6 difficult, and the prospects of a profitable survival 

i seem not to be very great for any small bank which 

8 specializes, and which, for want of a whole branch 

9 System, cannot give the full range of banking services. 
10 We do not seem to have developed any of those, at any 

11 rate, but with this overlapping of financial institution + 
12 would you contemplate that the best way in the Ae 
13 of getting some additional banks would be probably that 
14 of getting additional trust companies and finance 

15 companies, and letting them grow up into the banking 

16 business? 

17 MR. McKINNON: There is no reason why they 

18 should not. There is only one reason why there ‘have not 
19 been more banks incorporated in this country, and that 
20 is that there has not been much possibility for 
94 profitability especially when you take into account the 
22 amount of capitalization that is necessary to establish 
23 a branch banking system. But, if the profits are 

4 adequate then you will see new banks incorporated. 

5 COMMISSIONER MACKINTOSH: I can see that 

%6 there would be a long unprofitable initial period. 

27 Even if they can expect to arrive at a pretty profitable 

basis in 15 or 25 years that intervening period of 


9 unprofitability is pretty intimidating. Is that not 


30) the situation? 
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MR. McKINNON: Yes, it is, and that is the 
case, I suppose, with respect to existing banks too. 
When we establish new branches and expand internally 
we have to recognize that there will be a pericd of 
losses for every new unit established, but none the less 
-- I am coming to your basic point -- if the profits 
after having become established are sufficient or 


adequate then other new banks would be incorporated. 


9| The reason why others have not been incorporated is becaus 


10 
11 
12 
13 
14 
15 
16 
17 


18 


when comparing the investment of capital in the banking 
field to .thesiong. initial period of loss that has to be 
taken -- a manufacturing company must take loss too 
When Atabuiddsia plant .--'riteis usually seen that there 
are more attractive areas for investment elsewhere. 

COMMISSIONER MACKINTOSH: It is that initial 
period. Your shareholders would be selling their shares 
if the profitability of the banking business were 
Patines o That is true. The one observable thing 
is that new people are not going into the banking 
business. 

MR. McKINNON: There have not been new 
companies established in the automobile industry either. 
There has been a lot more old . competition there. 

It is very intense. I think that could be said about 
many industries, including the chemical industry. 

COMMISSIONER MACKINTOSH: The extension of 
the banks into the lending fields in which they are not 
active now, and even into fiduciarry business, would 
tend to provide more business for their smaller and 


less profitable branches? 
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1 MR. McKINNON: I would hope so. 

2 COMMISSIONER MACKINTOSH: This is in accord 

3 | with your suggestion that if there was permission to go 
into the trust: company business you would not go into 

5 it everywhere but probably only in those places where 

6 you felt there was a lack of service in that field. 

7 This might, in the case of small town branches at any 

8 rate, give you an advantage, just as the Central Mortgag 
9 and Housing Corporation hoped to get advantage in its 

10 mortgage business from your branch system in the areas 
11 which the insurance companies did not serve -- the small 


12 areas which they did not serve as fully or directly as 
13 they did the big areas. This would fit into the same 

14 pattern? 

15 MR. -McKINNON: It would, but I would be a 

16 little less precise than the way you have Suggested it. 
17 I think the powers should exist and then let competition 


18 take its course. I cannot forecast what banks would 


19 provide what services; whether the banks would do it 
20 individually themselves or whether they would make 
04 arrangements with a trust company to take on the work 


that their branches would generate. That would be a 


i 
bo 


23 matter for the appraisal and judgment of each individual 
94 institution, but I think if the power existed to do it 
then I think the additional competition in the field. 


1 would involve additional facilities. 


27 COMMISSIONER MACKINTOSH: If we were to 
| 
28 recommend that the power of the banks should be . 
29 enlarged to this degree someone will ask: What do you 


| 
0 expect to result from this recommendation? In that 
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event we do not want to say: "Mr. McKinnon ¢éannot tell 
tt 


Us 


MR. McKINNON: I hate to speak on behalf of 


COMMISSIONER MACKINTOSH: I know you are not 
willing to make any precise predictions, but I just 
wanted to explore the kind of thing that might occur. 

MR. McKINNON: What is suggested here is 
not at all an uncommon thing in practically every other 
country in the world where banks have 
power to engage in that type of business. That has 
not detracted from the growth of a variety of 
organizations . in. those countries. 

COMMISSIONER BROWN: I wonder if I could 
put the question a little differently. At the moment, 
based on what we understand to be a legal opinion of 
section 75 of the Bank Act, the banks have refrained 
from directly owning control of trust companies, and 
so forth, 

MR. McKINNON: Yes. 

COMMISSIONER BROWN: Now, if the banks 
were empowered to go into the fiduciarry business 
do you think it would be more likely for them to 
Start a trust company of their own, or more likely 
that they would obtain complete ownership of existing 
trust companies? Which probably would be a more healthy 
development? 

MR. McKINNON: That is not an easy question 
to answer because it would depend on what it would 


cost to buy an existing trust company. Some banks -- 
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and this is a matter of public knowledge, of course, 

-- have substantial interests in other trust companies 
I think the degree of interest and arrangement varies 

in all these institutions. I think it would depend 
entirely on where the commercial advantage would lie. 

With an established trust company there are 
established managerial skills and a great deal of 
experience which is not easy to create overnight. On 
the other hand, the price might be so high that it 

a@ course other than to 
would not pay to consider/go through the period of 
organization and development of management. As Dr. 
Meckinwesh referred to earlier, there would be a. period 
of Gonars eau lity. 

I would hesitate to make a forecast. The 
wily thing Ll can say is. that the: wider the field 
permitted any given set of organizations then the greate 
the competition that will ensue there. It does not mean 
that the organizations necessarily are going to make a 
lot sha money. We naturally hope they will, but 
competition might make it difficult to do so. I think 
you will have a rather mixed pattern emerging. 

COMMISSIONER BROWN: Well, some banks are 
almost in a position of taking over completely one or 
more trust companies now. If that occurred, and one 
member of this fairly small-group of competing 
chartered banks suddenly came up with complete 
ownership of an existing trust company, I find it 
rather difficult to visualize some of the larger 
banks holding back and not starting to develop their 


own business. I cannot help but think there would be 
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an intense competition to also acquire existing trust 
companies. I do not see how this is going to increase 
competition. It may intensify competition among those 
in.the business, but it is certainly not going to 


increase the number in the business. 
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MR, McKINNON: That may be so, It may 
also be some banks might decide it would be more 
economical to establish their own trust departments. 

COMMISSIONER MACKINTOSH: A worrying 
presumption in my mind is, when you speak of manage- 
ment skills, on the average I suppose you would be 
more apt to look for them in the trust companies 
which had demonstrated ability by having a large 
business? 

MR. MCKINNON: Yes.. 

COMMISSIONER MACKINTOSH: Rather than 
in the small ones? 

MR. McKINNON: May I put the question 
in a different sense? If a chartered bank, under 
existing legislation, may own 49 per cent of a trust 
company, do you see any harm in it owning 100 per 
cent? 

COMMISSIONER MACKINTOSH: Yes, but I 
did not say I approved of the 49 per cent! 

MR. MCKINNON: Well, if I may, with 
your permission, make another comment; I would like 
to go back to the basic premise that the broader 
the powers, the greater the competition that will 
exist. What is suggested here is something that 
has been followed in every other country in the world. 

COMMISSIONER BROWN: But they started 
equal, did they not? They all started competing on 
an equal basis. You did not suddenly find large 
financial institutions given this power to compete 


with other institutions that had not grown to the same 
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extent but had sk developed on a more specialized 
basis, They all started equal, and all had an 
equal opportunity to start with, 

MR. McKINNON: Yes. That power is con- 
Sidered to be basic in banks in other countries, the 
power to do trust company business. 

THE CHAIRMAN: Isn't the situation this 
at the present time, the institutions are few and 
each of them is very large, and they cover, I suppose, 
pretty well the whole field, There may be fringes 
that have not been exploited, but it is pretty 
difficult for a new group of people to break into 
that type of business and survive. 

MR. McKINNON: If the profitability is 
adequate I think you will find people engaging in the 
field. Usually the fewer the number of institutions 
it means that the less the attractiveness from the 
point of view of the return on the capital invested. 
Tus oe there is concentration means there is not 
as attractive an outlet for capital. 

THE CHAIRMAN: The trend has been for 
amalgamations, 

COMMISSIONER BROWN: I think that possibly 
‘the implication behind all this is the query 
in the minds of some people as to whether there is 
really effective competition between the existing 
chartered banks in all phases. There is obviously 
effective competition in certain things, such as 
providing services and opening new branches, and this 


sort of thing, but I think there are obviously some 
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: questions in some people's minds as to whether there 
2| is effective competition in matters such as interest 
i rates and so forth. 
4 MR. McKINNON: I can assure you, Mr. 
5| Brown, there is this extremely effective competition. 
,| The bank that fixes the highest rate on deposits 
7 sets the pattern for the whole business, The 
8 bank that fixes the lowest rate on loans sets the 
9 pattern there too. That has happened to all the 
10 banks in recent years oh several occasions. 
il THE CHAIRMAN: There are just a few 
12 questions, Mr. McKinnon, on Part Two of your sub- 
13 mission. The first point you raise is the provision 
14 in the Bank Act. 
15 "That an offering of rights to 
16 shareholders to subscribe to 
17 new shares must be made at a price 
18 ‘calculated under a prescribed 
19 formula which has the effect of 
20 pricing the new shares at the book 
941 value of presently outstanding 
22 shares less undivided profits." 
23 You suggest that the result of this is that when 
24 the banks offer new shares it is inevitably at an 
25 abnormally deep discount off market price. I was 
26 rather interested in the reason for this restriction, 
27 | in the first place. You suggested it goes back to 
28 | the "double liability" feature, and I was not 
9 quite clear in my mind as to how that would lead to 
30 | this result. 
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1 MR. McKINNON: That is an assumption 
2 on my part, because this has been a provision in the 
3 Bank Act for many years. We ourselves presumed it 
4 was related to the "double liability" feature of 


bank shares, because it meant the shareholders would 
not have to pay a higher price than the book value, 
and it did limit their liability. This liability 
was eliminated when the note currency 
/was taken over by the Bank of Canada, but this pro- 
vision continued, 

THE CHAIRMAN: At any rate, what you 
Suggest is that the Bank Should be treated as is 
any other corporation? 

MR. McKINNON: Yes. This has been a 
matter of discussion for some time. It was raised 
informally prior to the provision of the Bank Act 
in 1954, “but there was not any legislative action 
taken at that time. 

THE CHAIRMAN: What were the main 
objections put forward? It is rather difficult 
for me to visualize what the objections might be. 

MR. McKINNON: I think the bankers 
themselves approached it with some degree of diffidence 
because it is not the way to win popularity with the 
Shareholders, to suggest this be changed. I believe 
it is in the long-run interest of shareholders; I 
am convinced of it; but in the short-run interest 
the benefits are, of course, obvious.. 

THE CHAIRMAN: The next point you raise 
is that you think that provision should be made 


for the issue of additional shares and stock option 
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plans for employees and officers. That would be 
in addition to the ordinary provision as to the 
additional shares being offered pro rata to 
existing shareholders, and that further power should 
be given. I understand the reason to be that this 
would enable you to compensate certain officials 
and employees, so that you would attract personnel 
of a high calibre, and so on, and also it would 
encourage employees to become shareholders, 

MR. MCKINNON: Yes, sir. Presently, . 
of course, the banks may not provide shares for 
this purpose, Other corporations may do so. 

We believe there would be a benefit to be gained, 

not only by employees and officers but, possibly, 

an improved . calibre of service by obtaining 
a greater identification of officers and employees 
with the shareholder interests. If it were possible, 
it might not be adopted by all banks, but I think it 
would be a beneficial thing to many banks and to 
their employees. 

THE CHAIRMAN: The final point is with 
reference to the provision a bank may not contribute 
to any pension fund if any part of the fund has been 
invested in the capital shares of a bank. Do you 
think that limitation should be mitigated? 

MR. McKINNON: Yes, it would be possible 
now with the approval of treasury board, but it 
just occurred to me to suggest this be thought of, 
because if a bank were to ask the treasury board 


for permission it would undoubtedly be a great deal 
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of help to treasury board to have the views of this 
Commission. 

I think too, Mr. Chairman, that although 
I believe this was introduced in the Bank Act fairly 
recently, this: type of thinking went back to the old 
days of "double liability" too. 

THE CHAIRMAN: Yes, You also mentione 
it would be feasible and, you think, desirable to 
provide for voting of the bank shares by individual 
members of the pension fund in relation to their 
relative contributions to the fund. Would that 
be complicated? 

MR, McKINNON: It has been done in 
another industrial corporation that bought a large numbe 
of: their... own] shares and passed on voting rights 
to its employees. I would not suggest that any 
disproportionate amount be invested in bank shares, 
because I think the same provisions about diversity 
of investment would be applied there too, Again, 
one of the benefits, of course, is to identify the 
members of the pension fund with the shareholder 
interest, and to pass on voting rights is one more 
way of emphasizing it. 

COMMLSSIONER BROWN: Mr. McKinnon, 

I would. like to go back to something we touched on 
much earlier, and I was under the misapprehension 
that somebody else was going to follow it up and 
so lost the opportunity to do so myself. 

Your submission -- and you did refer 


to it also in talking to the subject very briefly 
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1 on the question of increased investments in mortgages 
2 by the chartered banks -- you say you do not see any 
3 need, I think you say here: 

4 "While it is neither necessary nor 

5 desirable for the effectiveness of 

6 this proposed measure to envisage 

7 any rigid separation of savings 

8 deposits from other deposits in looking 
9 at a bank's over-all operation, it 

10 remains true that savings deposits 

11 in the aggregate are a relatively 

12 Stable and long-term element on a bank's 
13 books and it is therefore reasonable 

14 and appropriate that at least a 

15 proportion of these savings deposits 

16 should be invested in relatively 

17 longer-term instruments, particularly 
18 in conventional and other mortgages. 

19 You visualize this as being advisable at some time 

20 in the future when mortgages might become a greater 
21 proportion of the banks! assets? 

22 MR. McKINNON: Noved may have created 
23 the wrong impression with that comment. I do not 

24 think it is desirable at all. It has been tried 

25 elsewhere and it has been abandoned wherever it has 
26 been tried -- for example, various states in the 

7 United States -- because this type of thing represents 


8 aorestriction on the judgment of the management, the 
29 extent to which you may commit assets in any particular 


150 direction. The Inspector General is in intimate touch 
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with bank affairs, and he will see to it the banks 
are managed in such a way as not to jeopardize the 
interests of the depositors. To put any rigid 
separation on it is not a practical thing. A large 
part of deposits in banks are represented by 
commercial loans at the present time. There would 
be quite a long period or evolution to take its 
course before any really significant part of the 
Savings deposits were represented by mortgage loans, 
COMMISSIONER BROWN: Would you visualize 
the banks waxing hot and cold on this, or each 
individual bank, based on the judgment of its 
directors and management, would work up to a certain 
level and then roll over the funds as they came in? 
MR, McKINNON: I visualize trace 
if the banks went into this field they would attempt 
to follow a consistent policy. It is one thing 
to play with figures on this subject, but if you 
thought in terms of 20 per cent of savings deposits 
over a period of years being represented by con- 
ventional mortgage loans, that would be roughly 
$1.6 billion. With an average maturity of 
something over eight years there would be a cash 
flow of $200 million, and that would be rechannelled 
into this particular fleld. As I say, that is 
really playing with figures, but it can be related 
to the present level of conventional mortgage loans 
which run about $600 million a year, of which 


about half is existing residential and the other 


half new. 


=a 


= 


sas : 
pans Se 
> 


me 6 anh motto & ton mt 32 00 
(i beonenetqes: ons alent ak etteogen 102 


Apndets vourt tnanet@ s00 te emeot Letotem 
ett adst of cptvwfove wo bebseq aol & ee 

| gtd to. Pung SasoLtingle. yiines Noe svoted oF 
-Bngot opeaiion ud bsiaesemget eTew ettaoged ¢ 
esitsvaty woy bivow /awOsa RaMOT22DEOD- roa 


me; 
dons to .eitd qo bioo bos tod gnizew piasd Te ba 


a 


eRe 

agit Yo ¢nenatut edt no Geead ,ilasd faubivib = 
qisttss ¢ of qu axow bluow .¢asmepsaam bas etosoes 2b > 
fel omao yeds os sbextt sot tevo fou mend bas raver 


; 
| wi = 
tad? eatisvely f  « sMOWIDIOM Fit 7 
| éqnetta bivow yods biekt eit otal jaew ndnad atid uu 
| gotdt aqdo et ~p 4 .yotfoqg taatetatbo se wollot ot 
| voy lt fud ,doetdve eld? no setigrl viv yaig od 7 
eflesqed egntvae to gues teq OS Yo antag at stgwortt 
. -topo yd beadceesdgss gated exsey to botteq s revo 
| jidavo:r ed blvow cstd .agsol egaaytom tenctteay 
| 40 yWladem Syeteva ms. aol ol iiid ante 
deps a ed biijow sucdt etsey dngle weve santeueca . 
| hellenmedoet od Divow tana Bue (ootilip O0S$. to wor , 
. ek tany ,yse I eA biel? naiyolsieg esa io it 
| bevele:1 sd «po Jt Jo’ ,.sotughi dine a te 
(|  snagl eyegtiem Leacldasvnoo: IO fevel 


| dots ed <tinog a aoOlitin nant : oni 


¥ 
39H2o, et? bins fpicaebiass anti 


Nethercut & Young 8434 = 


Toronto, Ontario 


COMMISSIONER BROWN: Do we have to think 
of a bank branch manager, in times of credit 
stringency, reducing working capital loans and granting 
mortgage loans? 

MR. MCKINNON: The banks give a very 
great deal of thought to that, and this would involve 
quite a long, evolutionary process, and it could 
not happen rer chet The supply of mortgages 
probably is not there, for one thing. But in any 
case, the banks must always be prepared to take care 
of their established business. | If any bank allowed 
itselfto lose competitively some liquidity compared 
to others, it would lose business in that area. I 
think that would regulate the matter. | 

THE CHAIRMAN: Thank you very much, 

Mr. McKinnon. Your discussion has been very helpful 
to the Commission, and we appreciate vee attendance 
here today very much, 

MR. McKINNON: Thank you, sir. 


THE CHAIRMAN: We shall now adjourn 


for fifteen minutes. 
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SUBMISSION OF 


2 
3 | BANK OF MONTREAL 
& 
; Me 2 a she 
J APPEARANCES 
7 
8 G. Arnold Hart - President, 

® Bank of Montreal. 
10 had te See 
11 
12 THE CHAIRMAN: We shallinow resume, 
13 We have a submission now from Mr. G. Arnold Hart, 
14 the President of the Bank of Montreal. 
15 We welcome you to this Commission today - 
16 although I have noticed you have been sitting here 
17 for the last few days. We look forward to a dis- 
18 cussion of the submission you have filed, which 
19 we appreciate very much, 
20 MR. HART: Thank you very much indeed, 
21 Mr. Chairman, I can assure you it is a pleasure 
22 to be here. I have looked forward to this with 
23 rather keen anticipation. 

_ 24 The Governor of the Bank of Canada 
25 in his opening remarks, of course, made a very good 

when he said 

26 statement, I thought,/that through its exercise of 
27 preparing for its appearance before the Royal 
18 Commission the Bank of Canada had certainly learned 
29 a lot; and I think the President of the Canadian 


— 30 Bankers' Association put forward much the same thought 
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in his. opening remarks. I would like also to 
add my conviction to that, because this has given 
us an opportunity in the banking profession to look 
at ourselves, to see where we are going and, above 
all, to ensure that we are acting and behaving in 
the best interests of Canada as a whole, I submit, 
therefore, that any statements [I may make -- or, 
in fact, that have already been made -- are not 
motivated by self-interest and, indeed, should not 
be motivated by self-interest, We are here to 
examine the banking Se whole financial 
system of which we form a part. 

I will not attempt to summarize my 
brief, which you have before you and which I hope 
you will find in rather brief terms; but, rather, 
I would like to spend a few minutes on banking as 
such, Of course, there is no precise definition 
of banking. I think we have searched our souls 
and thought§ to come up with a precise definition, 
but in the nature of the banking profession perhaps 
that is not possible, But if I may use the term 
pure banking, applied to chartered banks, we do 
have the nature of a trust, in that we do accept 
deposits from all sorts of people. We mobilize 
these deposits which are other people's money and, 
in turn, we lend these deposits to others at a profit. 
We accept deposits and we pay, you might say, a profit 
to the depositor in the rate of interest that we give; 
and also, in turn, in lending that money we attempt 


to realize a profit over and above our operating 
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expenses, 

As I have said, there is no precise 
definition of banking, and I think I might say here 
that the lending of money is not an exact science. 
Over the years, of course, we have built up certain 
rules of thumb, guide lines, but, again, we cannot 
be exact in the day-to-day operations of lending 
money. 

Here, too, I would like to emphasize 
that the lending of money is a tremendous responsibility, 
It is based on a very close and intimate relationship, 
and confidential relationship ,with our clients, and 
they look to ie for our assistance and, I hope, for 
our guidance in the conduct of their affairs. Perhaps 
if I might use an analogy, it is something like the 
relationship of a doctor and his patient. We have 
to be very careful in the exercise of the power 
we have, and we do have a certain power -- I think 
we must admit that. But the exercise of our 
banking function - has been based on years of 
experience, You cannot make a banker overnight; 
you cannot make a money-lender overnight -- if you 
want to have a good one. 

We have seen entrants in the broad 
field of banking, in near-banking, and I hope they 
will so conduct themselves that the banking profession 
as a whole will not suffer. Some are under 
investigation; ‘others may follow; but Il think we 
have to watch ourselves closely at all times in this 


very important respect. The strength of the banks 
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as a whole is a very important aspect. I am speaking 
of the larger banks and the smaller banks. I am 
not talking about the strength of one bank being 
greater than that of another, betause that would 
be wrong. We must look at the banking system as 
a whole, and ensure that what we do strengthens our 
own position. .in the financial field. 

I submit, therefore, we do not want 
to take any steps by way, may I say, of tinkering 
with the banking system, It has stood the test 
of time. We have had our ups and downs, but by 
and large the banks have gone from strength to 
strength; and I submit this is so because we have 
provided a good banking system, based on sound 
principles. 

We welcome such searching investigation 
as this Commission is providing to help us keep 
abreast of the times; and we must do that if we 
are going to continue to perform our function in 
the financial field. 

The banks cannot possibly do all the 
business. It is not conceivable that we can, but 
we do want to be more effective as time goes on, 

We want more flexibility in our operations, and that 
has been brought out very forcibly in previous 
submissions -- not only flexibility in our operations, 
but flexibility in rates. We do handle a great many 
loans, and we could handle a great many more if 

the rate restrictions were removed and if we 


were empowered to take mortgage security» which 
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1 Mr. McKinnon touched on this morning, and others 

2 prior to him. I submit the taking of 

3 mortgage security is not for the purpose of going 
4 into the mortgage business. In my own opinion we 
5 should be empowered to do it -- and I am thinking 
6 of the smaller commercial borrowers. | Thisawegld 
7 enable us to take a security, perhaps, in a field 
8 where we have not exercised as great an influence 
9 as we might, I do not mean "influence", but from 
10 the standpoint of performing the function of looking 
11 after the short, mediumiand, “in. some casesy longs. 


12 term borrowing requirements of clients. 
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If we could take this mortgage security and 
also charge reasonable rates of interest, I think we 
could broaden our influence for the benefit of Canada 
as a whole. After all, we have a large, and I hope, 
well-diversified banking organization across the 
country. We reach many corners of Canada which other 
institutions cannot touch by virtue of the fact they 
may be somewhat more restricted in their fields of 
operation; therefore we have a system which we should 
ensure that we utilize to the full extent. 

Lt."is trug that in the matter of mortgage 
security we would be in a position, perhaps, in 
outlying areas which are not reached by ordinary 
mortgage companies or those engaged in that business, 
to perform a function there by making mortgage loans, 
as I suggested this morning. But I submit that this sh 


not be too large a part of our business. 
take security, as I 


— 


Iam thinking more of additional;powers to/ 
to enable us to 
mentioned, / look after the requirements of smaller 
borrowers, and larger borrowers too, in the initial 
stages of their borrowing requirements. 

Mr. Chairman, with these few remarks I 
hope that I may have aroused some questions in your 
minds and I would be very happy to attempt to answer 
to the best of my ability any questions you would care 
to put to me now. 

THE CHAIRMAN: Thank you very much, Mr. Hart. 

COMMISSIONER BROWN: Mr. Hart, it is obvious 


from reading your brief that you approve of the 8 per 


cent cash requirement in its present form. I am not 
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quite clear as to your opinion about the 15 per cent 
liquid asset ratio requirement. “You do say that you 
do not think it should be made part of the legal 
operation,and should not be made statutory. 

You do refer to the fact that you would not 
like to see it developed in a way whereby the banks 
would provide a captive market for short-term Government 
of Canada securities. Do you think it is operating in 
that way at all now? 

MR. HART: No, I do not think it is, Mr, 
Brown. We have seen no evidence of that whatsoever, 

I merely placed myself’ on record in this respect that 
we should not provide such an opportunity for that to 
take place. ) 

COMMISSIONER BROWN: How do you see this 
secondary reserve requirement operating now?) You refer 

co 
to the 8 per cent cash requirement acting as a fulorum 
whereby the central bank..can directly influence the 
chartered banking system by making cash scarce or 
otherwise in relation to the requirements of the reserve 
ratio as such. a 

Do you see the secondary easeaee requirement 
acting in somewhat the same way as far as influencing 
generally the liquidity of the banking system? 

MR.eHARTint Yes, Isthinkadtidoesy MrxhBrown. 
I am not suggesting that the secontry requirement of 
7 per cent should be removed. I believe it is a 
gentleman's agreement and should not be brought under a 
statute. It is arranged by discussion between the 


Governor of the Bank of Canada and the chartercd banks, 
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The point I am trying to make is that rather than 
erystallizing this 7 per cent, we should allow for that 
flexibility which I would hope would allow reductions 
from time to time in this voluntary reserve of % per 
cent, and certainly not increases. 

After all, as has been pointed out by previou 
speakers, our actual reserves are those over and above 
the 15 per cent, the reserves which we can use as a 
basis for our loans. Once you get down to 15 per cent 
and below that, if that should happen, then your 
reserves as such are used up. 

COMMISSIONER BROWN: The Governor of the Bank 
of Canada suggested that it might be useful to have 
power to vary this 15 per cent requirement as a techniqu 
of monetary policy. Do you think it would be an effective 
technique? 

MR. HART: I think it would, Mr. Brown. 

After all, the Governor does have power to vary 
requirements now because this secondary reserve of 

7 per cent, as I sad,4s an informal arrangement between 
the Governor of*the Bank of Canada and the chartered 
banks, 

I would hope, though, that it would not be 
in the nature of an increase in the secondary reserve 
but rather as a reduction, as circumstances might 
dictate. 

COMMISSIONER MACKINTOSH: You say that the 
Governor of the Bank of Canada has this power. You 
mean that he has the opportunity to make a new agreement? 


MR. HART: That is correct, Dr. Mackintosh, 
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to make a new agreement rather than to have the power, 

COMMISSIONER GIBSON: Mr. Hart, I have a 
few questions on the monetary policy side. In your 
submission, paragraphs 12 to 16, you point to the 
popularity of easy money and you state the importance 
of letting the public know frankly and forcefully why 
sometimes high interest rates are desirable, and you 
also emphasize the importance of balance of payments 
as a condition in monetary policy. 

What do you regard as the main function of 
monetary policy? I asked Mr. McKinnon this question, 
Do you regard it as the smoothing of the ups and downs 
of business, or the providing of a favourable climate 
for economic efficiency and eoetcnl In other words, do 
you think the per sae Should be on short run cyclical 
changes or on the somewhat longer run developments in 
the economy. 

MR. HART: Mr. Gibson, I do feel monetary 
policy cannot be expected to look after the short run 
changes in the economy. If that were to be so we would 
have frequent. . changes in the bank rate in various 
directions, and I submit that that would probably serve 
to cause more confusion than it would help in solving 
the problemsfacing the economy as a whole. 

I therefore look for monetary policy to 
exert a broad influence over a longer period of time 
So that business as a whole can gear itself to those 
influences and make their plans or future requirements, 
and so on. But if the bank rate is going to go up and 


down frequently, I submit that that would confuse the 
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situation. 

COMMISSIONER GIBSON: In short, you think 
there are important lags in the response of spending 
decisions to monetary policy. We were told yesterday 
by one of the people in the Canadian Bankers! Associatio 
-- and it was just a guess and not a positive statement 
-- that he thought there was a lag of about 6 months bew 
a Significant change in monetary policy and its effect 
on spending decisions. 

MR. HART: I think it is very difficult, Mr. 
Gibson, to put down a stated time for monetary policy 
to take effect. It depends on what type of monetary 
policy is being pursued, you might say. If monetary 
policy is endeavouring to exert a gradual influence 
on the economy as a whole, then the effect will be very 
gradual. But in a time of real crisis I think that the 
effect on a bank's lending and the borrowing require- 
ments of customers could be pretty drastic. 

If in addition to the signal of a very 
substantial increase in the bank rate, the Governor 
of the Bank of Canada were to call together the 
chartered banks and inform them of the seriousness of 
a situation, the banks -couldoin turn’ pretty’. 
effectively through their branch system make sure this 
new policy was going to apply almost immediately. 

COMMISSIONER GIBSON: This did happen to a 
degree in late 1955, and 1959 again, did it not? 

MR. HART: That is right. 

COMMISSIONER GIBSON: Particularly in late 


1955. It did take a little while to make it effective, 
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did it not? 

MR. HART: It did, Mr. Gibson, and I think 
there that perhaps the banks were left a little bit in 
the dark. We were operating on a bank rate in 1955 
which was a floating rate and it was pretty difficult 
to determine from week to week whether or not we were 
in a trend that was really a Significant indicator 
that a serious situation was building up. 

I think that if at that time the banks had 
been called together by the Bank of Canada and had had 
this situation explained to them fully, we could have 
been much more effective, -- I will not Say more effective 
but we could have reacted more quickly to the situation 
at that time. 

COMMISSIONER GIBSON: Leaving aside the times 
when you get a clear problem in a semi-critical situatio J 
do you Boras teha t bank lending policy does or should 
respond fairly sensitively to the changes in the cash 
position of the bank, or should it be insulated by 
Sales of securities? 

MR, HART: I believe it has to be insulated 
to a degree, for after all if we are performing our 
function in the community we cannot be expected).in-the case 


to be 
of extreme crisis/going to our clients and suddenly 


Shutting off the tap. After all, they have made their 
( plans which may extend over a period of weeks, months 
Or perhaps more than a year. If we suddenly go and 

¢ Say, "This has to stop immediately" I think it would 

« have a very drastic effect on the economy as a whole, 


COMMISSIONER GIBSON: Yesterday I asked the 
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1 Canadian Bankers' Association in effect if they thought 


2 selling securities or restraining loans, looking at the 
F two ways’ in which banks respond to tighter monetary 
4 policy, I asked them which one they thought was the 


§ more effective or less effective or whether there was 

6 any real difference in the consequences on the 

7 community and on spending decisions. In other words, 

8 if the central bank holds the cash reserves of the banks 
9 Steady, this means total bank deposits cannot increase, 


0 they have to stay fixed, but the stability of bank 


1 deposits can come about either through further sales of 
2 securities on the part of the banks to finance further 
3 increases in loans, or from an earlier response in 

t lending policy. 


) In the first instance, that is an early 

) response in lending policy, the banks are directly 

i trying to dissuade people from making spending decisions 
a Why not give them more money? In the second instance 

1) they are taking the liquidity out of the economy, that 

yi is in selling securities, and this results in higher 


y interest rates and a spread of this throughout the 


j structure. Have you any views on which has the most 
yi effect on spending decisions, or is there anything to 
2 choose between them? 

2 MR. HART: JI do not think there is a great 


2 deal to choose between them, Mr. Gibson. If bank 


2 deposits are being kept at a certain level and the 
2 banks have an indication that there is a certain tightness 
2 coming into the system as a whole, they do, +fter all, 


3 have certain commitments to their customers which I feel 
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they must honour. As I said in answer to an earlier 
question, these clients have made their plans for their 
future requirements or future credit, and we cannot 
Suddenly turn off the tap, and therefore by the very 
nature of the banking business we find ourselves in a 
position where we do have to sell securities, and 
possibly at a loss, as has been done in fae penal But 
that, after all, is, as I say, the nature of banking 
business. It is the breaks of the game, to put it in 
the vernacular. 

We do have to subtes these losses, but at 
the same time as we are selling securities we do realize 
that we have to exert a pressure, gradual though it 
may be, in our lending policies so that loans will not 
expand to any great extent. 

COMMISSIONER GIBSON: This is if you reach 
the view that this pressure on your liquidity is going 
to continue for some time? 

MR. HART: That is correct. 

COMMISSIONER GIBSON: Otherwise you would 
not change your lending policy? 

MR, HART: That is correct. 

COMMISSIONER GIBSON: What I am getting at 
is that this is an important matter, for if the effect 
of selling securities is less significant in checking 
Spending decisions than the effect of tightening up 
on bank lending policies, the:. the “ugument for more 
liquidity, for liquidity reserves, in a stronger one 
than it otherwise would be. If the effect is just the 


Same, it is hard to know. 


esl aid joosadet rage Vie wis ye 
\e ut esvicewo batt ow seentadd gatsined ode 26 © 
bus  rtamlaaacet iiee ot svad ob ow shedw 


( 
| gw& o Jeag ie at enob awed. sed 26 ,se0r o te 
anivasd Yo siuisn edd ,yse I es eh , fie settee Ge 43 
ai 32 Jug de omen oid Jo exleend sdv eL JL oe 
, Toiuoaciev. 
ts dod “eeceol ozade TeTius o9 eved ob SW 
ssi{ees cb ow eoltdiuvoee gnilies sie sw ae eet? onne 


Ji dgvors Ievbery ,etusesig:e t1exs oF? svad ow de 2 


von [ilw ensol tend? oe sstoliog pnibasl dis a@r seas 
.tasvze to6%R yas of bas 
open .woy if eal atd?T sVOe8EL0 ARWOTSSIMMOD 

| antom et ytibtupli wwoy ac eitisasig eld tet? weltiem 
Samia enoe ro} enpntzaosies 


—fBerto. at dei? :TRAH JAM’ 


Bidow wor shlwisitO -VOSAID ASHOTSGIMMOD 
‘Yoliog anibael wey sgntede 40 

-Josrs0o ef JedT :THAH FIM 

78 golvsen ma L indW ‘HOcCRTO AAMOTeeEMID 
| t997% sit it ot .yedden Gacirogml ns eb @bd dad? 
aatiiosia wi tasoltinglé easel et sastd basses gatif{ee 
Qu anlnesrigh? Yo TosTts sdt aatis enoletoeb gatbase 

. 850m so} ornomiim, olf 8n9 .eSsioliog anthael Maed 
amd saQtords @ iL ,Bevisae: ylblwptl do? ewstbke 
ome devl ef tosis eit TI .sd bivow sefweeadde sks 


: - a7 he worek. off bach at 22 , 
» ae : eS A 7 


Nethercut & Young — 8448... 


Toronto, Ontario 


1 MR. HART: It is difficult to know, Mr, 

2 Gibson, just gaat force and effect the various steps 

3 which might be taken can have, but I do feel that once 

4 a bank finds itself in a position of having to liquidate 

5 securities there is a very forceful Signal there, if 

6 this continues over any protracted period, that they 

7 must tighten up. 

8 ; COMMISSIONER GIBSON: But the very sale of 
a) securities has an effect on the rest of the community, 
10 does it not? 

MR. HART: That is correct. 

COMMISSIONER GIBSON: Thank you. 

THE CHAIRMAN: May I ask a question in this 
area? We have already had some information this 
morning about lines of credit, a matter which we have 
discussed in the last few days. I suppose one of your 
problems is that if you receive a Signal that you should 
try to curtail business, those who have not used up 
the lines of credit are apt to try to use them up if 
they foresee tightening in the offing. I suppose you 
regard these lines of credit as commitments, or to 
what extent do you regard them as commitments? To 
what extent do you cut those lines of credit? 

MR. HART: In the bank which I represent 
we certainly do regard these lines of credit as 
commitments, in effect. Perhaps it is more of a moral 
obligation. It is a guide line as to the extent of 
credit which any.cn operator may require for his 
Seasonal requirements, but having established that line 


of credit, as I said a moment ago, we do feel there is 
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a moral obligation on our part to honour it to the best 
extent we can. 

In times of monetary stringency, that could 
place the banks in a rather awkward position in as much , 
as you have suggested, sir, there might be a rush 
_towards the banks to utilize those lines of credit to 
the full Werdre they were cut off. But there again I 
think it is a matter of the close relationship between 
a bank and its customer. We would certainly have that 
customer in, or go and see ‘him, and explain the situatio 
to him as fully as we could, and seek his cooperation 
in curtailing his borrowing requirements to suit the 
situation which happened to be facing the country at 
that time. 

. Then again there are loans for seasonal 
purposes that must be met, and we would use our best 
ability to look after the borrowing requirements of such 
a customer, even though monetary stringency were in 
force. ‘ 

THE CHAIRMAN: But as to your customers as 
a whole you would attempt to persuade them to reduce 
their prospective loans as much as possible? 

MR. HART: That is correct. 

THE CHAIRMAN: As far as you could? 

Mn, uAnGs “LES, Sit’. 

THE CHAIRMAN: Would there be any advantage 
in extending these lines of credit to have some 
consideration attached to them so that there would be 


a tendency to ask for the smallest possible lines of 
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credit? Is there a tendency for lines of credit to 
be greater than may be absolutely necessary from the 
point of view of the customer? 

MR. HART: I think there is that tendency, 
Mr. Chairman. Human nature being what it is you would 
want to protect yourself or insure yourself against 
the future as much as possible, and,in fact,lines are 
established beyond what might be the ordinary require- 
ments of a particular borrowing customer. 

If I judge from your question that you are 
thinking of something in the natureof a commitment fee 
for the establishment of these lines of credit, thereby 
reducing the requests upon the banks for the establish- 
ment of such lines, that does pose problems because 
once you exact such a fee you are really into a 


contractual obligation. © Therefore, we would not 


have the flexibility which we have now in adjusting 


lines of credit during times of monetary restraint. 

We would feel honour-bound, having entered into a 
contract, that we would have to permit borrowings 

up to the full fimit of the Line of credit that we had 
a commitment for. 

THE CHAIRMAN: Yes, but I understood that 
you regarded your commitments now as being honorary 
obligations, or that you treated them as such, but that 
the lines of credit you do extend now are such that 
you have some latitude and you can go to a customer 


and attempt to persuade him to cut down, 
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Which you may not 

feel justified in doing if he paid for the privilege 

of the line of credit? 

MR. HART: That is right, sir, 

THE CHAIRMAN: But you would visualize 
that the whole line of credit would be Substantially 
less if there was a fee attached to it? 

MR. HART: Yes, I think that would be 
the case, Mr. Chairman. After all, if they are 
going to pay a‘fee for the unused portion of the 
line of credit, I think in the interests of efficiency 
and economy that they would like to keep that line 
aS close to the reasonable borrowing requirements 
as would be possible, 

COMMISSIONER MACKINTOSH: Would this 
fee apply to the unused portion of the line of 
credit only? 

MR. HART: That is right, Dr. 
Mackintosh, yes, 

COMMISSIONER MACKINTOSH: This, then, 
puts a penalty on asking for a larger line than is 
necessary, but it reduces the penalty of using 
the line? 

MR. HART: That is right, Dr. Mackintosh, 

COMMISSIONER MACKINTOSH: The fee 
comes off the interest. 

MR. HART: Yes. 
THE CHAIRMAN:. I. think that is all. 
COMMISSIONER LEMAN: Before we leave 


this suject of monetary policy, though, Mr. Hart, I 
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would like to ask you a question about the use of 
what is called moral suasion by the central bank, 

I believe the C.B.A. has explained 
to us that when the Bank wants something done it 
1s a good idea to call the bankers together and 
have a full discussion on the commitments that the 
country faces, et cetera, and everyone would come 
to an agreement as to what is the good and proper 
thing to do. Is this the way it works,.if we 
eliminate the special types of crises -- perhaps 
Such aS we more recently encountered -- but just consider 
the more normal type of thing where the economy 
is getting under pressure, or seems. -..". 
to be getting under some kind of pressure, | 
wouldn't there be room for disagreement among bankers 
and the Bank of Canada as to what should be done 
about it? Maybe prices would go up a bit if the 
economy is under pressure, How come you can get 
SO much agreement by the banks about this thing? 

MR, HART: I think there is room for 
disagreement; none of us are infallible in assessing 
the economy at any given time, But when the Governor 
of the Bank of Canada calls together the general 
managers of the banks or the presidents of the banks, 
as he does frequently, he is in a position, I think, 
to give the bankers present a good deal of background 
information -- which the ani of Canada is able to 
acquire -- relating to the economy of the country 
aS a whole which perhaps we don't have ourselves, 


‘ Therefore in laying the facts of the case before 
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announcement is made that the chartered banks have 
agreed to do such and such a thing. Are there 
other instances where such agreements are made and 
the chartered banks start to carry out the policies 
without any announcement being made? 
MR. HART: I can't recall any off- 
hand, Mr. Brown, at the present time, but it could 
conceivably be the case that owing to the situation 
in the country it may not be advisable to make a 
Statement on a particular issue at the time, hoping 
that the action which the banks would take under 
the leadership of the Bank of Canada might serve 
to smooth out this problem,which happened to be 
facing the Bank at that particular time. I don't 
Say that in every case there should be an announcement, 
I do say, however, that in times where 
there is going to be an abrupt change in monetary 
policy that the public has every right to be told 
by the Bank of Canada initially, I submit, and also 
by the chartered banks to a certain degree, exactly 
what the situation is. 
COMMISSIONER MACKINTOSH: This eases 
the position of the chartered banks with its customers? 
MR. HART: Yes, because we have to | 
interpret this policy, and it is very difficult 
to get people to understand why a certain situation 
exists when no initially made any pronouncement 
COMMISSIONER BROWN: You can't blame 
it on the Bank of Canada if you can't make it public, 


MR. HART: We don't attempt to lay blame 
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on the doorstep of the Bank of Canada, 
COMMISSIONER LEMAN: But doesn't all this 
make the exercise of monetary policy much less of 
an impersonal thing than sometimes people try to 
make it out to be, if moral suasion is one of its 
essential elements, rather than just the mechanical 
effects? 
| MR. HART: Well, I think generally 
speaking, Mr. Leman, monetary policy should perhaps 
be impersonal, but there will be certain times when 
the situation is such that it demands pretty drastic 
steps and therefore it becomes a little less 
impersonal, shall I Sait and that is the time when 
the banks are called together and are faced with the 
facts of the situation, or should be called together, 
COMMISSIONER LEMAN: If it works with 
the banks, do you think it would have good chances 
of working with the near banks and other people, 
too? 
: MR. HART: Well, of course, in the 
very nature of things now; the near banks are not 
brought into the picture initially to the extent 
that the chartered banks are, and I am thinking 
now about moral suasion. There really is no control 
Over the near banks to that extent at the present 
time and I think, if I recall correctly, the Governor 
of the Bank of Canada did say he wasn't too concerned 
about the operations of the near banks at this 
Stage in view of the volume of the business which 


they were handling; but if that volume continues to 
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increase as it has, I think there Surely must come 
a time when some control of sorts must be exercised 
over the near banks, or moral Suasion, whichever 
you wish, 

COMMISSIONER LEMAN;: Well, in the sort 
of conditions I described in first asking my question, 
isn't it the reaction of the banks to Say, "Well, why 
don't you go and persuade these other fellows, too?", 

MR. HART: Well, that is a rather 
difficult question to answer, Mr. Leman, as to 
what powers they might have to persuade them, 

I think this has been brought out before; there was 

a case some years ago where an attempt was made to 

bring together the finance companies and an attempt 

to have them curtail their activities in the lending 

field but, as I recall, the Governor of the Bank 

of Canada said they couldn't reach agreement. 
COMMISSIONER LEMAN: Well, persuasion 


with power behind it hardly deserves the adjective 


"moral"! 
MR.’ HART: That is right. 
COMMISSIONER LEMAN: We might pass 
On to something else now. I gather that you do 


Subscribe to the Association's recommendation about 
lifting the 6 per cent {imit on interest rates? 
MR. HART: Yes, definitely. | 
COMMISSIONER LEMAN: And you also do 
Subscribe to the request that the banks have the 
right to take mortgage security, but in your opening 


Statement this morning I understood you to say you 
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didn't think that this would lead the banks heavily 
into conventional mortgages on housing, Didtch 
understand you correctly? 

MR. HART: Yes, you could infer that 
from my remarks, Mr, Leman. The point which I would 

have as 

like to get across here is that the banks, after all, vA 
their prime function | looking.. after the short-term 
requirements of businesses and individuals, We accept 
deposits on short-term -- demand deposits usually, 
and even including Savings! deposits -- which are 
Subject to chequing, and our prime function in these 
years has been to look after the short-term require- 
ments of the economy as a whole. ‘To the extent 
that we engage in longer term lending -=- and in this 
I include the mortgage field -- I think that we would 
have to be very careful how far we went in that field 
to ensure that we would not jeopardize our prime functio 
of looking after the short-term requirements, 

COMMISSIONER LEMAN: Well, Mr. Hart, 
when we talked with the C.B.A., I think that we looked 
at the spectrum of assets that the banking system 
has as a whole, and I believe we asked the representatives 
of the Association if this Spectrum was quite 
typical of each bank, and they said that in general 
it could be called typical, but that each bank would 
not hold exactly the same proportion of each asset, 
but it was typical, so may I ask you if you believe 
that this extra flexibility, if this were granted 


to the banks and in view of your views about what 


would happen in the mortgage field and other views 
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we have heard about it, whether you think this would 
lead to greater contrast between banks as to their 
respective asset management than has been the 

case in the past; is that a likely development? 

MR. HART: I think that is quite likely 
because, after all, it is a matter for management to 
Judge to what extent they are going to lend funds 
in any particular field, and the mix could very well 
vary between banks, 

COMMISSIONER LEMAN: And you feel that 
the lack of contrast in the past has been mostly 
due to these rather restrictive conditions under 
which the banking system could operate, 

MR. HART: Yes, I think that would be 
the case, Mr. Leman, 

COMMISSIONER LEMAN: Well, this leads 
me to ask you whether, therefore, it is likely -- 
but not overnight -- to curtail this development 
of more specialized banking institutions in Canada 
than has been the trend in the past? 

MR. HART: By that do Hai mean, Mr. 
Leman, that new banking institutions would be formed? 

COMMISSIONER LEMAN: Or could 

_ this'’’ development of contrast between their 
asset management go so far as to practically lead 
them to specialization? 

MR. HART: I see what you mean. I don't 
think in the long run that the pattern of operations 
of the chartered banks or the individual chartered 
banks would be changed too much because if, as I 


have said, we keep prominently before us the fact that 
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we are looking after or should be looking after short- 
term requirements of business and individuals, that 
is our prime function, and I don't think you can 
get too far aehay from that without changing your 
organization as such, 

COMMISSIONER LEMAN: Well, suppose 
one bank decided that, well, that is not necessarily 
its function; it would like to observe the rules 
and keep a certain liquidity, but CONT ora 
terrific mortgage business? 

MR. HART: That could happen, Mr. Leman. 

COMMISSIONER LEMAN: That would be 
the effect of specialization? 

MR, HART: Yes. 

COMMISSIONER LEMAN: You don't regard 
this as a likely development? 

MR. HART: Not if we keep before us 
the objective: which I rove mentioned, no, which 
Peco ink 145 our prime responsibility in the banking 
system in Canada. 

COMMISSIONER LEMAN: What do you think 
are the chances of creating a condition in Canada 
that might lead to new entrants in the field of 
true banking? 

“YR, HART: Well, we have gone over this 
before, to some extent. The very nature and the 
cost of setting up a bank with a branch system in 
Canada has, I feel, certainly been discouraging to 
anyone who might have considered applying for a 


charter under the Bank Act. In addition, the profit 
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motive, to which Mr. McKinnon referred this morning, 
is most important, and I think that any new banking 
enterprise that was thinking of Setting up in this 
country would take a pretty long look before applying 
for a charter with a 6 per cent ceiling on loan rates, 

COMMISSIONER LEMAN: How do you regard 
this, do you regard this as a weakness from the point 
of Riaw of the country as a whole, or what is it? 

MR. HART: A weakness from the standpoint 
that there are no more banks or Groups applying for 
charters? 

COMMISSIONER LEMAN: No, the fact that 
conditions seem to be such as to not make it very 
likely that you would get this. Do you regard this 
as a fault in our total setup, or do you regard it 
as quite a normal thing? 

MR. HART: i think as the country grows 
and has grown in recent years that there is room for 
other banking institutions. This will provide some 
competition which is all to the good. I would hate 
to be dogmatic and say no, no other banking institution 
Should be permitted to be set a in this country; 

I think that would be quite wrong. On the other hand, 
I don't think we want to go all out and have a mush- 
rooming of banking institutions, which I think would 
have a rather serious effect, 

COMMISSIONER LEMAN: Do you believe that 
price considerations -- and by “price considerations" 
here I am thinking of rates on deposits, prime 


deposits, loan rates, et cetera -- are the only 
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considerations that cause people, especially individuals|; 
to go to one institution rather than to any other 
to get accommodation. 

MR. HART: Well, if we may deal first 
with deposits, Mr. Leman, I do think that the banks 
nave been losing deposits to other organizations who 
are in a position to pay much higher rates of interest 
than we can possibly allow on such deposits. 

As to loans, the rate, of SRR eS 
“pe: a consideration, and I think that when you are 
borrowing money you like to feel that you are getting 
the best rate obtainable and I think that there is 
an inclination to shop around. There is that type 
of person who is attracted, I suppose, by pretty 
convincing advertising and will go to certain sources 
for credit and obtain lines at higher rates of interest 
than they might otherwise obtain if they went to 
other sources, and in suggesting this removal of 
the ceiling of 6 per cent on lending rates, I have 
very much in mind the flexibility which would result 
from the removal of that ceiling and also would 
enable the banks to perhaps take on other types of 
loans which they cannot do now; loans of a riskier 
type, if you will, and charge perhaps a little higher 
rate of interest, which would be considerably below 
the rates which some people are charged in borrowing 
from other sources, 

COMMISSIONER LEMAN: Would you comment 
On whether their problem has been based solely on 


these price considerations, which I mentioned, or if 
it has been partly based on other considerations? 
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MR. HART: Well, I think there must have 
been other considerations certainly in the case of 
credit unions, That is a situation in which people 
with common interests have gathered together, That 
is a pretty broad term, I think there was even a 
case in Vancouver of a credit union where in order 
to become a member of it you had only to live in the 
city of Vancouver, 

COMMISSIONER BROWN: That is quite a 
common interest. 

MR. HART: Yes, there are great advantages 
to living in Vancouver, Mr. Brown, but I would suggest 
that that is not the type of common interest in 
respect of which credit unions were originally set 
up, nor is it the type of common interest that is 
the basis of the credit union movement, Therefore, 
this factor of common interest has done much towards 
the growth of the credit unions, quite apart from 
the rate of interest that may be paid on deposits 
or shares, or charged on loans. 

COMMISSIONER LEMAN: From that angle, 
we can consider them as a new entrant into the banking 
business, 

MR. HART: Very much so, 

COMMISSIONER LEMAN: And, therefore, 
there might 7 Se eee other than that of 
Just price that might enter into the development of 
other institutions in the country in the banking 


business? 


MR. HART: That would be, as I endeavoured 
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to point out, the fact in the case of credit unions, 
There is some other motive apart from cost or price, 
COMMISSIONER MACKINTOSH: I have been 
interested, Mr. Hart, in some of the things you 
have commented upon already, such as the possibility 
or the facility for entering into Dankine. “in tact, 
the number of banks in this country has declined 
greatly from decade to decade, Assuming permission 
were given for the taking of mortgage security is 
there any chance that the kind of entrants into the 
banking system would be the development in large 
cities of what were at first savings and mortgage banks 
which would gradually expand into commercial banks? 
Would this be a way of cutting down the long | 
unprofitable period that has been mentioned before 
they could build up a branch system? 
MR. HART: I think it eotie be, Dr. 
“Mackintosh. After all, the branch system <° such 
as operated by the chartered banks,is being continually 
enlarged. We are continually opening branches in new 
localities, and those branches do run at a loss for 
some period of years, but by virtue of the fact that 
we are operating profitably in large centres, and 
doing a good business, we are able to cushion ourselves 
against these losses more adequately than a new entrant 
into the field could. But, perhaps a new entrant 
would have to build up a business in a large centre 
and sort of skim the cream off the top, so to speak, 
and develop a very profitable business, and then 


it would be in a position to gradually extend out into 
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other areas where it would operate at a loss for some 
time in the expectation that it would turn the whole 
operation into a profit-making venture before too 
long. 

COMMISSIONER MACKINTOSH: I do not 
want to go over the discussion we had with Mr, 
McKinnon, but do you think that the links which 
exist particularly between banks and trust companies 
in any way limit the independence of these organizations 
or these institutions, or affect their market action? 

MR. HART: It would be my Opinion, | 
Be Wackinsosh, that they are not limited in the Slightes 
degree. We have seen the trust companies grow quite 
substantially in recent years, and enter into other 
fields of lending which, prior to that time, they 
had not been’ particularly aggressive in, and also 
in the matter of taking deposits from the public, 
While there may be some fairly close relationships 
between a bank and a trust company, even beyond the 
extent of owning shares of a trust company by a 
chartered bank, relationships which have been 
built up over the years, the competition between the 
bank and the trust company is nevertheless very keen, 

I can certainly cite an example of that 
between the Bank of Montreal and the Royal Trust 
Company, with which we have had a close and friendly 
relationship extending Sere many, many years. One 
does not own the stock of the other. It is true 
that there is an interlocking directorate to some 


extent in that a number of our directors are on the 
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Board of Directors of the Royal Trust Company, and 

the Chairman of that trust company is on the Board 

of Directors of the Bank of Montreal, but nevertheless 
there is very keen competition between the two 
institutions. I do not think the competition has 
been inhibited in the slightest degree by virtue 

of this long-standing friendly relationship. 

COMMISSIONER MACKINTOSH: Has any bank 
established links with sales finance companies or 
loan companies? 

UR, HART: Not to my knowledge, Dr, 
Mackintosh, 

COMMISSIONER MACKINTOSH: That is, 
other than a customer relationship. 

MR. HART: That is right, other than 
a customer relationship. There may be cases of 
where in their investment portfolios the banks 
own shares, or they own shares through pension funds, 
in finance companies, but I know of no linkage under 
which there is any control exercised over a finance 
company by a chartered bank. 

COMMISSIONER MACKINTOSH: The British 
banks, I understand, are permitted to control other 
financial institutions? 

MR. HART: That is correct, sir. I 
think the British Treasury rather encouraged that 
because it does give them a greater control over the 
financial community through the commercial banks. 

COMMISSIONER MACKINTOSH: Does a bank 


which controls a finance company use its control, so 
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1 to speak, in the furtherance of monetary policy, or 

2 does it use the subsidiary finance company as an escape 

3 hatch? 

4 MR. HART: I think, Dr.Mackintosh, 

3 that moral suasion might come in here, As has been 

6 brought out pa? bbe the Commission there is a very 
Situation 


7 close knit/in the British banking fraternity. They 

8 all operate in London, Their head offices are there, 
9 They can be called together by the Governor of the 

10 Bank of England in a matter of minutes, If the 

11 Situation arose where there was a general tightening 


12 of money required it would naturally follow that what 


13 the banks themselves do then so would the finance 
14 companies and higher purchase companies that they 
15 control. But, I cannot speak of the banking system 


16 of Great Britain because that is outside my field. 

17 COMMISSIONER MACKINTOSH: There would 

18 be some concern if the development was taward-more and 
19 more of these linkages other than through the markets, 
20 We have a chartered banking system with very few 

21 units which are very large. They are, of course, 

22 competitive to a degree. Their power is limited 

23 by not only their own competition but the competition 
24 from the near banks which come in on the fringes 

25 and compete in a particular area, I think that with 
26 a Spread of control or linkage it is inevitable that 
7 | the competition might not be so keen, excepting what 
ef you have to say about trust companies. I know that 
19 | there are commercial companies which are able to 


- OF keep up a very vigorous competition between two rival 
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1 brands which they themselves control, I have 
2 never thought of it as being real competition in the 
3 ultimate sense, I think that is all I have on that 
4 Subject, Mr. Chairman. 

5 COMMISSIONER BROWN: I would just like 
6 to ask you, Mr. Hart, your opinion on one matter, 

7 At the moment there isa ELonie etre bank operation 
8 which operates in the range between the interest rates 
9 which the chartered banks are able to pay and the 

10 6 per cent ceiling on which they can charge. If 

11 the 6 per cent ceiling were lifted there would be 

12 a considerable readjustment of the lending rates that 
13 the banks charge,and an evening-out resulting in new 
14 rates, presumably. In your suanion what is the 

15 effect going to be on the country bank operation? 
16 Would there be no change at all, and would they | 

17 Still fit in? Do you think it would encourage 
18 them to operate in this field, or make it more diffi- 
19 cult for them to operate in this field? 
20 MR. HART: I cannot envisage it making 
21 1t more difficult. I do not think there would be 

22 too much change. After all, this country banking 

23 System is one that can function without the high 


4 Overhead charges, you might say, of the banking 


S System. It is a very impersonal arrangement!!* 

6 COMMISSIONER BROWN: They just need 

7| your umbrella. 

7 MR.’ HART: Yes, they need our umbrella; 


9} that is quite true, But, I do not think there would 


"-| be too much change. Apart from the fact that I have 
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expressed before, that we would hope that by removal 
of the ceiling on lending rates the banks would have 
a greater degree of flexibility in their rate 
structure, and their whole spectrum of rates, I do 
not think ners would be too much change. It is 
quite true that we would have a prime rate which 
would be lower, I submit, than it is now, and that 
commercial borrowers would then be in a position of 
obtaining the best rate obtainable, although that is 
not to say that the country banks Saye that 
competition and meet those rates, which would be 

all to the good from the standpoint of the borrower, 

THE CHAIRMAN: There is one question 
I would like to ask here, gfa x8 is with respect 
to the exchange rate. You take a different view 
from that of Mr. McLaughlin and his understanding 
of the exchange rate, having regard to his submission, 
In that respect have you anything further you wish 
to add in the way of views of your own on this? 

MR. HART: I think I have Aothineneunenes 
to add, Mr. Chairman, other than what I have already 
Said in my submission. If I might develop it a bit 
I think that we did find ourselves in a situation in 
this country which called for rather drastic action, 
and as part of that action we evolved the fixing of 
the exchange rate as a matter of self discipline. 
Having fixed the rate I feel that we Shall, to use 
the vernacular, have to stick to our guns. It is 
all very well to have a floating rate and say: "Let 


US See what happens", but that might involve us in 
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postponing Self-disciplinary action for a longer period 
than we would under a fixed rate. In other words, 

we would not be seized with the importance of taking 
such drastic action as any Situation might require, 

It might drift on too long to the extent that we 

would have to take even more drastic action to 

correct a situation, 

THE CHAIRMAN: If I recollect it 
correctly, Mr. McLaughlin was not advocating that the 
rate should immediately be a floating rate under 
the present circumstances, but that in the long run 
a floating rate is preferable to a fixed rate, That 
was his view. 

MR. HART: Yes, that is my understanding 
too, Mr. Chairman, 

THE CHAIRMAN: Thank you, Mr. Hart, 


We are very much obliged to you for your illuminating 


discussion, 

MR. HART: Thank you very much, Mr, 
Chairman. 

THE CHAIRMAN: We will adjourn until 
1.45 p.m 


--- Luncheon Adjournment. 
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---Upon resuming at 1:50 p.m. 


SUBMISSION OF 
W. EARLE McLAUGHLIN 
CHAIRMAN AND PRESIDENT 


THE ROYAL BANK OF CANADA 


APPEARANCES 


W. Earle McLaughlin - Chairman and President, 
The Royal Bank of Canada, 


THE CHAIRMAN: We will now resume. Mr, 
McLaughlin, we are looking forward to a discussion of 
your submission which we have read. You may wish to 
make a preliminary statement or not. That is entirely 
a matter for you to decide. 

MR. McLAUGHLIN: Mr. Chairman, you have had 
my very short brief in your hands since June, nothing 
has happened in the meantime to make me want to change 
my thesis which is a very simple one, namely, that the 
greatest efficiency in our financial system and, there- 
fore, the most effective monetary policy, is achieved 
by substituting whenever possible competition for 
regulation in the market for money and credit. 


With particular respect to the competitio 


between banks and near-banks I call for this to be on 


| <tapbteekd prs 1 ae “tibiae eink 
absasd ‘to dose Lanyon a 


— = se 


%© unteasoelth 8 od btawiot aniblool ers sw ,olides 


| jai nturowr wea. LcdW :WAMATAHD Suv 
| ot felw Yan ut beer aye si dotriw nolae lmdss toy 
| | . 2k 

| Ylenttae al ted? .ton x6 Spontedade vrsclniletqd s ee 
. 


901585 of voy "oe? wedsenad 


bh evant soy ,asmtiedd eM SAO ATON Him " 
=p 


ahdiison .savt sould efvisd tHOYy- ft Tel¢d ¢voda ~~ 
} 
Spoedtt of Sasw em asm od patron eng ot bageqged @ 


ec? Jars ,ylanso..ono. siqgibe yrev asi dotrtw uiesad 


. 
| 


[asin .DGB meduye LBbonbat2 wuio af Yor! of TT Jeodsor 
) bevelnos et, ;yotloy Yradenom svivoo tte Seon. ony 076 
te natetseqmoo, Sidbeaoy rvevsneriw anitusisadve 
<tibeto bas Yanon Yo% tganen on sd mn 
tiIeqwoo | ‘omy. OF teaqeor islvolsisy dot + ee ee 
a0 ad -o¢ sid} 2O% If90°I wined-esn bw adned 4 


-~@ 
: i 
s Olay ! 
K 2 | gg. ae 
4 é > 


7 A | ; — j > > .. 
kita. OF Se ayo 
or 7 _ a» rn 4 


Nethercut & Young 8477 


Toronto, Ontario 


an equal basis. I submit that this can be done in 

two ways, either by placing on the near-banks the 
handicaps of the banks, or by extending to the banks 

the same freedom of action now enjoyed by the near-banks 
I have argued that the best policy is the latter. 

I have nothing further to add at this point, 
and I am prepared to answer your questions either on the 
brief or on any general aspect of banking. 

COMMISSIONER BROWN: Mr. McLaughlin, one of 
your main recommendations in this area is in connection 
with the cash ratio and the liquidity asset ratio where 
you say: 

"I would recommend therefore that the 

Commission consider either no legal cash 

other 

or /liquidity ratios, or a nominal cash 

ratio only, which would not unduly penalize 

the banks," | 
I wonder if we could talk about the cash ratio to 
Start with. It seems to me that there might be 
difficulties in cash management unless each chartered 
bank was prepared to tell the Bank of Canada the ratio 
on which it would endeavour to work, and even then, 
while I can see no real problem in the day-to-day 
Swings between banks that are temporary and which may 
be reversed over the course of the next week or so, 

I wonder if there could develop problems over the 

medium or long term if one bank consistently takes the 
cash from another bank which is operating on a different 
Cash ratio basis. 


Let us assume that one bank operates on a 
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two per cent ratio, and another bank operates on a 6 

or 8 per cent ratio. In the Shorter term I can see how 
these will be balanced out because they will be dollar 
amounts, but once you start getting a persistent trend 
how is this going to be compensated? I would just like 
to hear your comments on the problems that might arise 
in such a case. Or perhaps there are no problems, and 
if so you can say so. 

MR. McLAUGHLIN: First of all, I am delighted 
to hear you using the words "cash ratio", I think 
"reserve" is a misnomer --- 

COMMISSIONER BROWN: May I interrupt you to 
Say that it is not because of a matter of principle, 

I am not making a decision. 

MR. McLAUGHLIN: No, but it is nice to have 
you half-way convinced, anyway. I see no problem, Mr. 
Brown. If one bank wants to work to 2 per cent and 
another bank wants to work to 6 per cent --- 

COMMISSIONER BROWN: May I interrupt again 
and ask you, first of all, if my suggested thesis is 
correct, if it was stated that was what they were going 
to work to? 

MR. McLAUGHLIN: That is true. If one worked 
to 2 per cent and another worked to 6 per cent, and they 
both told the central bank that they will, indeed, work 
to those figures, then there is no problem. 

Let me explain it in this way. If the 
central bank increases by open market Operations the 
cash reserves, as they are called, or the cash ratio -- 


the cash in the Bank of Canada -- by one dollar then 
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likely, in the first instance, that will end up in one 
of the banks. Let us assume it is the bank that works 
to 2 per cent, although it makes no difference. That 
bank will do something with that money. Let us 

assume further that that bank has 20 per cent of the 
business of all of the banks in Canada. In the normal 
course of doing something with that money that bank 
will end up with only 20 cents extra and the rest of 
the dollar will be divided up amongst the other banks 
in exact proportion to the proportion of business they 
do in the country. 

COMMISSIONER BROWN: That is quite clear. 

MR. McLAUGHLIN: So, there is no problem, 
whether one works to 2 per cent and the other works 
to 6 per cent. There is no problem if you fix the 
dollar amount. As a matter of fact, I think, to use 
a word that gained some popularity earlier in the 
hearings, our thinking on these ratios, and the way 
they are tied to deposits, is a little archaic because 
of the way that they, under the present law, cannot be 
used as a reserve except in the one ultimate eventuality 
namely, the winding-up of a bank. They are not a 
reserve, and tying them to deposits in the previous 
months makes them look like reserves which they are not. 

Monetary policy would work just as effectivel 
if you tied them to, as is the case now, four weeks! 
deposits, or two weeks! deposits -- although I do 

would be 

not recommend that; I think it / a hardship on the 
bankS-- or to deposits of a year ago, or to deposits 


of 40 years ago, or even if you usdia Ouija board and 
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took numbers from it, as long as the numbers were large 
enough to cover the clearings “fof: the’ banks, You could 
leave those forever, because the Bank of Canada is 

in complete control of the amount of money on deposit 
with the chartered banks, with one exception which it 
can counteract immediately, and which is so Small that 
it is of little significance. I am referring; of 
course, to the re-deposit by the chartered banks of 
currency, but that in relation to the size of the 
deposits is insignificant, and, in any event, the 

Bank of Canada can take counteracting action unless the 
deposit comes in on the last day of the month, but 
those amounts are usually quite small. 

If I may go on with this Subject, because it 
is an extremely interesting one, I will say that I have 
heard it said in the last few days that the banks have 
worked over the years down from 8.5 per cent to, say, 
8.1 per cent. That is not true. The Bank of Canada 
has permitted it. Because of the way it is calculated, 
it is not what the banks want it to be but what the 
Bank of Canada makes it, and there is nothing that the 
System can do to affect it. The Bank of Canada ends: 
up any particular month with an average in the banking 
System Of, say, 8.5 per cent. The more nimble and 
astute banks can probably run closer to 8.1 per cent, 
but this forces the less nimble and less astute banks 
to be above 8.5 per cent, but, in any event, he average 
is 8.5 per cent. There is nothing i1e banks - in do 
about it, and the reason is because o1 the natvre of 


the law. The reserve requirement is composed of three 
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things. There are the Sstatutory(last month's)deposits 
-- those are fixed -- of which 8 per cent must be main- 
tained, but that 8 per cent is broken down into two 
things of which one is the till money, but that is on 
the previous four Wednesdays, so that is Lised. 207 
when you start off a month you know what the deposits 
were and you know what your till money is. You subtract 
the till money from the cash requirement, and, 


that is what you have to work to. 
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But if the Bank of Canada takes action by increasing 
or decreasing the cash that the chartered banks have, 
they will react immediately, but they are reacting 

on this month's de>osits, and they cannot change last 
month's deposits. There is nothing that can be done 
by... the banking system to change the 8.5 or the 8.1 
that the Bank of Canada makes. available, 

It has been said the banks have reduced from 
8.5 to 8.1. I think the Bank of Canada has done that, 
Simply because the banks, with the development of the 
money market, have become better managers, and 8.5 is 
not neeessary,., 

Yesterday, Mr. Brown, you asked could the 
banks work down to 6 per cent or 5 per cent or 4 per 
cent. The answer, of course, is, yes, if the Bank of 
Canada would permit them. 

On this subject -- and purely as a mental 
exercise and certainly with my tongue in my cheek -- 
I would like to Suggest Paeue may be a major flaw 
in either the. Bank Act or the Bank of Canada Act -- 
and probably in the latter. I have mentioned that the 
amount on deposit with the central bank by the 
Chartered banks is in the complete control of the 
central bank, 


If you will refer to section 71 of the Bank 


Act, that is the section which says that the banks shall 
maintain a reserve equal to & per centsand the commandin 
Word in that section is "shall," and, indeed, there is 


@ very heavy penalty under section 140 if they de not. — 
| 


I can fing nothing in the Bank of Canada Act whic,. 
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Says that the Bank of Canada must put the banks 
in that BSBtae an 

I know what I am saying is a mental exercise, 
and it is most unlikely to happen, but there is the 
legal possibility of the Bank of Canada reducing the cas 
which the banks have to, say, 5 per cent, and there is 

nothing _ the chartered banks can do except pay .the 
penalty, and there does not seem to be any penalty on 
the Bank of Canada if they do that. 

COMMISSIONER BROWN: This is in the month, 
you are discussing? 

MR. McLAUGHLIN: Yes, it is a legal 
possibility, but I do not think it is a practical 
possibility. You could reduce it to the absurdity that 
the Bank of Canada could legally reduce the cash. .. 
to zero, and it would not need to worry about the 
guarantee ae Bass mentioned the other day! 

COMMISSIONER BROWN: Has not the market 
some flexibility in the day-to-day loans? | 

MR. McLAUGHLIN: Yes, they are flexible. 

COMMISSIONER BROWN: In the sense they can 
by purchase and resale agreements -- I am always 
getting them mixed up. 

MR. McLAUGHLIN: The Bank of Canada in 
conjunction with its money market policy-- 

COMMISSIONER BROWN: In this way they can 
enable the banks to do that? 

MR, McLAUGHLIN: That is all part of the 
open-market operations, but they can do it without 


changing the money supply. 
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COMMISSIONER BROWN: You did not deal with 
my other point. You only dealt with more cash coming 
into or going out of the System. You talked about the 
Bank of Canada producing another dollar in cash. 

MR. McLAUGHLIN: Yes. 

COMMISSIONER BROWN: Would you deal with the 
other point, and that is shifts between the banks of 
their deposits at the Bank of Canada? I can see over 
the short-term it is going to be counter-balanced, 
and you do not need to worry about it. 

MR. McLAUGHLIN: If a bank has 20 per cent 
of the business of the country and maintains that 
amount it will get or lose 20 per cent of any shift. 

If through competitive action it could increase its 
Share to 21 per cent of the business it will get or 
lose 21 per cent of any increase or decrease of any 
given amount.No matter what it is, it is proportionate. 

COMMISSIONER BROWN: If at the moment one 
bank increases its percentage.from 20 to 25 and all the 
other banks are operating on 8 per cent, the bank 
that gets the increase does something with it? 

MR. McLAUGHLIN: Yes. 

COMMISSIONER BROWN: But the total money 
Supply remains as at present. 

MR. McLAUGHLIN: Yes. It might quite 
readily one day, from a big transaction on the part 
of a customer, jump from 20 to.25. per sent. 

COMMISSIONER BROWN: Say in the course of 
Several months? 


MR. McLAUGHLIN: That can only happen if it 
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is getting 25 per cent of the business, and that is 
permanent. 

COMMISSIONER BROWN: If it incréases from 
20 to 25 per cent under the same cash ratio as everybody 
else, this makes: nodifference in the total? 7 

MR. McLAUGHLIN: No. 

COMMISSIONER BROWN: But, on the other hand, 
if a bank Speratiny at 2 per cent increased its 
percentage from 20 to 25, and it was operating on a 
lower basis than any other bank, this would have a 
greater leverage action? 

MR. .McLAUGHLIN: No. It would only get 
25 per cent from any increase in the amount you start. 
out from, 

COMMISSIONER BROWN: There is not any 
increase -- he has 20 per cent of the market and 
builds up to 25 per cent, taking it away from other 
banks? 

MR. McLAUGHLIN: I see. 

COMMISSIONER BROWN: If that bank is operatin 
on a 2 per cent cash ratio, as against the rest of the 
System, say, operating at 6 or 8? 

MR. McLAUGHLIN: Presumably his deposits have 
gone up, if you are measuring it on deposits -- the 
deposits have gone up. 

COMMISSIONER BROWN: Have not the deposits 
increased at a faster rate than the deposits that ia: > 
declined in the rest of the system? 

MR. McLAUGHLIN: No, I do not think so. 


COMMISSIONER BROWN: He is operating on a 
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lower ratio, is not he? 
MR. McLAUGHLIN: No. If you are talking of 
reserves, he uses it as part of his reserves, but I 
do not think it affects the multiplying factor, 
COMMISSIONER BROWN: Why not; it one part of 
the system is Operating on, Say, a 6 per cent ratio -- 
and let us call it 16 times -- ana another one is 
Operating on a 2 per cent ratio -- which is 50 times -- 
if one bank gradually acquires deposits which it is 


able to retain in the central bank from the other banks? 


MR. McLAUGHLIN: Momentarily, he might. But 
as he increases his deposits he is losing money, and it 
goes to the other parts of the banking System, in 
proportion to the business they have. He makes loans 
which create deposits and he buys Securities, and it 
disappears among the system, in relation to the 
Proportion of the business each bank has. 

COMMISSIONER BROWN: I agree entirely over 
the short-term. 

MR. McLAUGHLIN: [In the long run too. The 
long run is Just a succession of Short: runs, and 
works out the same way in the long run. What is the 
deciding factor in the cash a bank gets or loses is 
how much of the business of the banking system it has, 
A bank that has 20 per cent, if it creates a loan for 
&@ dollar, in due course it is going to lose 80 cents, 
Just by the nature of the widespread business of 
banking. 


COMMISSIONER BROWN: I do not quite follow 
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that, on the basis of the leverage. 

MR. McLAUGHLIN: This is what happens to 
the money, and the rest of the System 1s going to get 
it. The man who has a loan for one dollar is going to 
issue cheques against it, and that is going to be spread 
avound the system. In due course the bank that has 20 
per cent of the business is going to lose .80 cents 
through the clearings. 

COMMISSIONER BROWN: The secretary has given 
me some figures of what I tried to do mentally, and he 
has used a greater contrast in order to try to bring 
this out. 

If we assume the total central bank cash 
in the system is 100 units of Something, and one bank 
has 10 per pent of this and is operating on a 2 per 
cent basis, and he has 500 of these units in total 
deposits, the rest of the System, which has 90 of these 
units operating on a 5 per cent basis, has 1800 total 
deposits. So the total deposits in the system are 
e200,,-1f this one bank, under your aggressive leader- 
Ship, acquires 20 per cent of the business and now has 
20 of these units in the central bank deposits, and is 
Operating on a 2 per cent cash basis, it now has 1000 
units on deposit. Its deposits will now total 1000. 
The rest of the system has 80 of these units on~ ec 
deposit at the central bank, operating on the. 5 
per cent cash ratio: , so they now have only 1600 on 
deposit: , so the total on deposit: in the system -- 
and therefore, the money supply as at present calculated 


-- is now 2600 units. So there has been an increase 
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1 in the money Supply in the whole System without any 


2 change in the cash base by the central bank. 


3 MR. McLAUGHLIN: I am Sorry, but that cannot 
4 happen. 

5 COMMISSIONER BROWN: There are still 100 

6 units. 

7 MR. McLAUGHLIN: You Cannot increase the 


8| money supply without. thevoash.-baseibeing inoreaded 

9 COMMISSIONER BROWN: It is now 2600. What 

10 is wrong with our calculation? 

11 MR. McLAUGHLIN: I did not follow all your 
12 figures, but when you said there had been an increase 

13 without the cash base being increased, how can the 


14 banking system increase without an increase in the 


15 cash base? 

16 COMMISSIONER MACKINTOSH: Could not the 

17 total deposits increase because the average cash ratio 
18 over the system has changed, because a volume of 


19 business has passed from a high cash ratio bank to a 
20 low cash ratio bank? This could be offset by the 

21 central bank, but it does require offsetting. . 

22 COMMISSIONER BROWN: I will give you these 


23 figures again, off the record. 


24 

‘5 --- Off the record. 

6 

| MR. McLAUGHLIN: In this situation the 


8 | Bank of Canada would have done something. If they are 


| 
| trying to keep the money supply level there would have 
| to be offsetting action. 
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COMMISSIONER BROWN: So the central bank 
would offset because of your more aggressive action? 

MR. McLAUGHLIN:, Yes. 

COMMISSIONER BROWN: You will agree with 
that? 

MR. McLAUGHLIN: Yes, 

COMMISSIONER BROWN: Unless they do something 
there will be a change? 

MR. McLAUGHLIN: They can see what happens, 
and they get the figures every week, and there is no 
problem that way. I was taking this to the extreme 
example. If they are all working to the same thing, 
there is not any problem. 

COMMISSIONER BROWN: If they work to the 
Same thing there is not any problem, but when they 
Start operating on a different basis, the central bank 
has to decide whether your success in aggression is 
temporary or more permanent? 

MR. McLAUGHLIN: Yes. 

COMMISSIONER MACKINTOSH: In a sense, the 
central bank in figuring .ut what cash is needed, if 
they were operating at different ratios, they would 
have to say, "the Royal Bank needs so much; the Bank 
of Montreal needs so much" -- and so on, and in 
aggregate this amounts to an increase in bank cash 
of so much. 

MR, McLAUGHLIN: I agree it would complicate 
it, and I was not recommending it, but I was taking an 
€xample to the extreme point, where you did not have 


8 per cent and arrived at considerably less, 
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1 COMMISSIONER BROWN: Over a short-term, 


2 provided they know the basis on which each individual bank 


3 is operating, there are no problems? 
4 MR. McLAUGHLIN: Yes. 
5 ; COMMISSIONER BROWN: So you have changes in 


6 the relative size of the banks in tle system and you 


7 get these problems? 


8 MR. McLAUGHLIN: Yes. Our experience in the 
9 last few years is that we have been working in a 

10 great many ant runs. 

11 COMMISSIONER BROWN: Would you consider 


12 anything similar in connection with what is - 

13 called the liquid asset ratio? 

14 MR. McLAUGHLIN: Do you mean the 7 per cent? 
15 COMMISSIONER BROWN: Yes, the 7 per cent. 
16 Say each bank informed the central bank of the 

17 percentage at which they were prepared to operate? 

18 MR. McLAUGHLIN: I do not see the necessity 
19 Sie Per centiat,all.. itis not. legal:.it.ds.a 

20 voluntary agreement. As long. as we maintain ue not 
1 a reserve, and our flexibility only comes from what 

22 we have above that; therefore, since we cannot use 

23 it,it seems to serve no other purpose than being a 

24 Captive market for treasury bills and, p2rhaps, a non- 
25 market ppprenah to monetary policy. I know the Bank 
26 of Canada has said that if we have to keep this we 

do not sell treasury bills and stop with a jolt. ~ 

But I think that we do, because our flexibility is 


| 
29 | Only what we have above 15 per cent, and in times of 
| 
| Stress we can sell them; and if we are going to maintain 
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the 7 per cent ratio we get just as much of a jolt when 
} & minimum of 

we reach the 15 per cent,as we would get when we reached 

treasury bills for a real honest reserve. 

COMMISSIONER BROWN: I think, in general 
terms, the thesis of the Governor of the central bank 
is that he likes to know how thick your cushion is? 

MR. McLAUGHLIN: Yes, and I would like to 
know why he likes to know. He may control our total 
of assets, and he seems concerned only with one of those 
assets rather than the total, with what we have in 
treasury bills; and when times get tight and there is 
an increasing demand for loans, and the monetary policy 
is such that the supply is going to be kept LEVEL it, 
we are going ce meet it we have to sell something. He 
seems very concerned over treasury bills, but does not 
Seem concerned at all when we sell long-term bonds, 
which is the greatest loss. Our total assets cannot 
change, and I, quite frankly, do not understand the 
bias towards trying to force us -- if we are going to 
meet these loans, and we must in some cases -- to take 
the greatest loss; because wherever we sell a long— 
term bond or treasury bill it ends up as money some 
place and it seems to have the same effect in the 
general market. 

COMMISSIONER BROWN: As soon as you are 
Selling other than the treasury bills, the bite starts 
to become harder, and the monetary policy starts to 
become more effective in making it more expensive not 
Only for the banks, because they have to sell bonds 


which have gone down in price, but it also becomes 
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1 more effective among corporations, and so forth, who 
2 are faced with losses themselves, if they try to change 


3 what was their relative liquidity into cash. 
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MR. McLAUGHLIN: I realize, Mr. Brown, 
I should not answer a question with a question, but 
if we are in the position where the total assets 
of the banks are not increasing, I do not see how 
monetary policy is any more effective if we sell 
one asset or another to get rid of it so we can 
replace it with loans. If we have the freedom of 
interest rates that we are recommending in all 
these briefs, then certainly the minute we start 
to sell treasury bills. market rates are going to 
be affected. Why should we not have the privilege? 
One of our problems is we never know how long a Pik: 
Squeeze is going to last. Why shouldn't those banks 
which may be trying to guess that this is a short one 
have the privilege of unloading those assets which 
they can unload at the least expense? There may 
be at the same time some banks eid cua think 
that this is a long tight money period and that they 
should unload the long-term bonds while they can 
because if they wait longer it will be more expensive, 
Why not give the banking system that 
flexibility? Why force us not to sell treasury bills? 
The total eg ata of the banking system are not in- | 
creasing. 
COMMISSIONER BROWN: The total assets 
of the banking system are not increasing, but certain 
assets are being changed for more liquid assets, 
. MR. MCLAUGHLIN: No, on the contrary -- 
COMMISSIONER BROWN: I am sorry. Certain 


deposits are being changed from inactive deposits to 
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active deposits, 

MR. McLAUGHLIN: You mean when we make 
loans? | BL: 

COMMISSIONER BROWN: No, when you convert 
a security into a loan you are in effect --- 

MR. McLAUGHLIN: We are Beli ing 
million dollar bond but presumably, Mr. Brown, that 
is the time when we are trying to slow down the 
economy, or we would not have tight money. 

COMMISSIONER BROWN: That is right. 

MR. McLAUGHLIN: The man who buys the 
million dollar treasury bill cannot Spend’ his money’ ° 

On Something else, ; 

COMMISSIONER BROWN: No. 

MR. McLAUGHLIN: What difference does 
it make to him whether he buys a long-term bond or 
a short-term treasury bill? He still cannot spend 
‘his: money on something else, 

COMMISSIONER BROWN: No, but I think 
the presumption is that it is going to cost the banks 
more, 

MR. McLAUGHLIN: That is what we wish 
to avoid because we are in the business of making 
m Drorit, 

COMMISSIONER BROWN: And the central 
bank is in the position of wishing to persuade you 
not to do it because it is more expensive. I think 
the point of view of the accuracy of monetary policy 
control, the thesis is made that it simplifies the 


central bank's proktlems if they know the point at 
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which this bite is going to start to take effect. You 
feel that this is not necessary? 

MR. McLAUGHLIN: What you are Saying is 
that monetary control goes beyond that normally 
associated with the money Supply, that they are 
endeavouring to control the individual assets of 
the chartered banks, That I would object to. I 
think they have ample Scope in controlling the total 
assets, I think it is up to management to decide 
how they are divided up. That is my thesis, 

COMMISSIONER BROWN: I am not putting 
forward a thesis, I am exploring your thoughts on 
this, and I think you have put your points very 
explicitly. 

COMMISSIONER LEMAN: But you do not 
object if the central bank has more than one single 
view of what it is trying to achieve? It might 
be trying to make sure that with the idee possible 
lag there will be effects on short-term interest 
rates, effects on long-term interest rates, and 
effects on lending policies of the banks. It does 
not have to restrict the effect of its action to 
that small sector of causing you to sell treasury 
bills and reduce loans, does it? 

MR. McLAUGHLIN: Well, Mr. Leman, one 
of our problems is that we are never quite sure 
exactly what degree of change in the economy the 
central bank wants, and by when, and we may or may 
not be reacting the way they want us to but we cannot 


tell, 
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COMMISSIONER BROWN: At the moment, if 
you see a change in the cash held by the chartered 
banks in the central bank, presumably this helps to 
give you some indication of a trend? 

MR. MCLAUGHLIN: Without a signal, Mr, 
Brown, you have to wait a little while before you 
know there is a trend, If today Bank "A" sees its 
cash, aS we call it, a little higher than normal 
or necessary, it probably will not move.-- it is 
not sure whether there has just been a big deposit 
made that Pits there the next day, But if this 
Stays two or three days it will immediately buy treasury 
bills or make day-to-day loans because it is expensive 
to keep it lying idle earning no interest, 

It still will not know whether this is 
a fortuitous Swing to it which may go away in a few 
days. It will not know whether it has been lucky 
or not until perhaps a week has gone by and it has 
seen the figures for the banking system. Do not 
forget that when we get the weekly statement on a 
Friday, that is of the ten days! previous -- 

COMMISSIONER BROWN: That is right. 

MR. McLAUGHLIN: If this happened on 
Monday, Tuesday and Wednesday and we got the figures 
On Friday, we would still not know for another week 
what has happened to the other banks. Therefore, 
we have to wait. The figures we get are ten days 
late, 

COMMISSIONER BROWN: Is it not a matter 


of three days in the case of the Bank of Canada state- 
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Toronto, Ontario 
ments? 
| MR. McLAUGHLIN: That is right. 
COMMISSIONER BROWN: So you have the 
total in three days. 

MR. McLAUGHLIN: That is right, but you 
have to wait to see whether the system is increasing. 
COMMISSIONER BROWN: | Yes. 

MR. McLAUGHLIN: And once you know 
the system is increasing you sit down and wonder 
whether this is permanent, In the past we have 
looked around, for example, 26 see whether there 
is a new Government of Canada issue coming out the 
following week, for customarily the money supply has 
been increased so this issue can be handled and omen 
away again. Therefore, if a Government of Canada 
issue is coming out in the next week or so you 
probably do not make any permanent move until you 
ascertain whether or not this is taken away from 
you by the tenth of the next month. LtHig is not, 
and there is still no signal, then you begin perhaps 
to buy little longer items than treasury bills. You 
want to use the money to the greatest profit, and if 
you have been in a period of loan restriction you 
may gradually relax, But it takes a little time 
Without a signal to make certain, for it is expensive 
to make a mistake. 

COMMMSSIONER BROWN: If you are a bank 
Operating on, say, 6 per cent, and there are other 
banks in the system operating on a lower ratio, you 


do not really know, or at least you know even less, 
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Terento, Ontario 
what has been happening. 

MR. McLAUGHLIN: No, You know what the 
inerease in the deposits of the chartered banks is. 

COMMISSIONER BROWN: But if the 2.per 
cent bank has been losing its share of the business 
this might just be to off-set the leverage which 
they have lost. 

MR.’ MCLAUGHLIN: I am sorry, but I do 
not want to get back into these figures. I am not 
too satisfied on that. Let us make it easy for 
this discussion and assume it is a 4 per cent or 
5 per cent figure. 

COMMISSIONER LEMAN;: Mr. Brown, 
do you not run Dutch auctions every day? 

COMMISSIONER BROWN: That t's all I have 
on that point, thank you. 

COMMISSIONER GIBSON: Mr. Chairman, 

Mr. Brown has already discussed with Mr. McLaughlin 
the main point I wanted to discuss with him. However, 
I should like to carry it a little further and get 
your views, Mr. McLaughlin, on how monetary policy 
etal: 

You said that when the central bank 
holds cash reserves ateady, no matter what the banks 
do, deposits are going to stay steady. I do not 
Say those were your exact words but that was the 
meaning. 

MR, McLAUGHLIN: That is right. 

COMMISSIONER GIBSON: Whether they sell 


treasury bills and allow their loans to increase a bit 
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Terente, Ontario 

more or whether they sell long-term bonds, provided 
their assets do not increase their deposits cannot 
increase, 

There is a variety of interesting 
questions that come out of this, If the banks 
sell treasury bills initially in order to allow 
for an increase in loans, is the effect of that sale 
of treasury bills on the economy similar to the effect 
of, let us say, the sale of a bond, a reduction in | 
a loan? Have you any view on the way this thing 
Beeeota thé rest of the economy? After all, in 
these circumstances what the once bank is interested 
in is to check increasing expenditure in the economy, 
and it is a question of how these various actions 
the bank takes affects spending, which is really 
decisive in the view that the central bank takes. 

MR. McLAUGHLIN:- It is very difficult, 
Mr. Gibson, to give you a specific answer on that. 
Personally I see no difference in the economy between 
the sale of a million dollar treasury bill and the 
Sale of a million dollar 15-year bond, Whoever buys 
it does not any longer have a million dollars which 
he can spend. I think whatever the effect on the 
economy is it must be the same either way. 

COMMISSIONER GIBSON: You do not think 
it matters very much where you subtract the $15 million 

MR. McLAUGHLIN: You cannot trace a | 
dollar through the economy, and as long as you pre- 


vent a dollar from being spent I think the central 


bank has done its duty. 
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Toronto, Ontario 


COMMISSIONER GIBSON: Let us put it in 
a little closer comparative form, a contrast between 
selling $15 million of treasury bills and $15 million 
of medium-term bonds, Let. us look at the immediate 
effect. Let us suppose this is done in a day or 
two days. I presume the immediate effect of selling 
$15 million medium-term bonds would be greater on 
the open market than selling $15 million treasury 
bills, Is that correct? 

MR. McLAUGHLIN: Oh, yes, it undoubtedly 
would, 

COMMISSIONER GIBSON: That is the 
initial effect. Would the longer effect be different? 

MR. McLAUGHLIN: I think it would 
work out to the same. If we had freedom of flexibility 
in interest rates, the minute we were forced to 
dispose of some assets under a fixed money supply 
to take care of increased loans, rates would start 
to move and I think you would get your)..normal move- 
ment, if there is such a thing in rates, all through 
from the shorts to the longs. 

It might be ess dieccucbine to the 
bond market coer’ $15 million in treasury bills, 
but you might have to sell ponds anyway some tim. 
There is going to be that disturbance ultimately if 
the squeeze lasts long enough. 

COMMISSIONER GIBSON: YOu might be a 
"bills preferably man". We have heard a lot of 
discussion about whether the central bank should 


Operate at the short end or the long end of the market. 
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Toronto, Ontario 
The argument for operating at the short end, as you 
know, is that it will spread through and the market 
will do the spreading, The argument in favour of 
operating wherever you like in the market is that 
you can have a direct impact on interest rates, 
However, from your comments I take it you are saying 
that operating in the short end you ultimately get 
the similar effect as if you operate somewhere else? 
MR. McLAUGHLIN: I agree. | 
COMMISSIONER BROWN: I was going to ask: 
what is the effect on the liquidity of other people? 
If you move $15 million worth of treasury bills on | 
the market, the bank is then able to carry on its 
operations and make the loan, Market prices generally 
are not affected very much, so people who are holding, 
say, one-year bonds or two-year bonds still consider 
themselves liquid. People holding 15-year bonds 
Still consider themselves relatively liquid. You 
sell long-term bonds instead of treasury bonds and 
this has a direct effect on the market. Is there 
not a change in the liquidity attitude all the 
Way through the market? 
MR. McLAUGHLIN: Well, the first step, 
as I say, is that somebody has not got $15 million 
to spend. 
COMMISSIONER BROWN: I am not thinking 
of the effect on the people who buy the bonds or 
the people who sell the bonds, I am thinking of 
Somebody else who has a million dollars of bonds 


and is considering doing something. If there is no 
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Terente, Ontario 
effect on the bond market and nothing has happened 
that might cause him to change his views, if the 
bond market suddenly goes down doesn't this have an 
effect on him although he has not entered into this 
other transaction at all? 

MR. McLAUGHLIN: That is right. He 
cannot sell the treasury bills at the same price as 
the bonds, 

COMMISSIONER BROWN: That is what I 
wanted to hear, | 

COMMISSIONER GIBSON: How do you see 
changes in interest rates as working? Have you got 
a theory or an approach that regards Kngareat rate 
changes as more significant than changes in the 
availability of credit, or about the same? Do you 
have a view as to how monetary policy ee in 
other words? 

“MR. MCLAUGHLIN: Well, Mr. Gibson, 
whatever I say must be a theory because we have never 
had an opportunity to put it into practice. I think 
that in the past it has béen principally the 
availability which has had to function. If we have 
complete flexibility of interest rates, both interest 
rates and availability will be working together. 

It is very difficult to tell which is more important. 

I would think that interest rates are 
greatly significant in capital projects. They might 
Stop new projects, and as far as the banking system 
is concerned it might make it possible for us to 


get off our books the so-called pre-issue capital 
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Torente, Ontario 
projects which we have financed, pending going to the 
market, 

As far as ordinary manufacturing concerns 
are involved, the interest rate does not have the 
Same importance, [I Say this for two reasons, First 
Or. 811.,° the S0vernment pays half of 1b. Secondly, 
if you look at the operating statement of the average 
manufacturing concern and see the cost of borrowed 
money for working Capital purposes as a percentage 
of total costs, an increase of 2 per cent or 3 per 
cent in interest rate is not going to make much 
difference, If it is sufficient to put him in the 
red, he probably has not enough margin to be in 
business anyway, but it is insignificant in operating 
companies such as that, 

Where it will really bite is in the 
capital projects where Something has to be financed 
at that rate of interest over 15 or 20 years, That 
is when it will slow down as far as the interest 
rate is concerned, 

COMMISSIONER GIBSON: So that monetary 
policy in this respect would be most effective at 
the capital expenditure end? 

VR, MCLAUGHLIN: I would think so, 

COMMISSIONER GIBSON: Rather than the 
inventory end? 

MR, McLAUGHLIN: I would think so, 

That is where the bite is hardest. 
COMMISSIONER GIBSON: Now, the more 


efficient the market the less chance for error between 
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1 one financing activity and another, and the more 

2 fluid your interest rate structure is the more you 
3 depend on interest rates rather than availability 

4 as instruments of monetary control. I think this 
5 is a correct thesis, Sometimes the availability 
situation is such that people cannot move from one 
place to another to get their money readily and you 


8 have blocks set up as you go along. 
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Terente, Ontario 
1 We have aoe that thesis put to us that a rather 
2 imperfect capital market is rather better from the 
3 standpoint of monetary control than a good one, 
4 and we have heard the other thesis put as well, 
5 that a perfect capital market is one in which, really, 
6 interest rates are the main guide, and with complete 
7 fluidity there is a price on everything; it is 
8 available at some price or other, Would you care 
9 to make any comment on this? Do you think that monetar 
10 policy would cover this as ms gradually perfect our 
11 market mechanisms, or do you think it works “more 
12 smoothly? 
13 MR. McLAUGHLIN: I think it works 
14 more smoothly through the interest rate structure, 
15 Theoretically, it should be perfect; interest rates 
16 Should get high enough so that they affect the 
17 credit interest rates and there would be a perfect 
18 balance between demand and supply; but I don't 
19 think that we will ever achieve that Valhalla because 
10 there is a psychological stumbling block I would think, 
4 Mr. Gibson, although with experience and with some - 
2 flexibility it may be removed, but there is this 
3 pSychological block that at a certain rate interest 
{ rates are"too high"and we might not be able to go 


through that to make the market perfect. 

COMMISSIONER GIBSON: We should be 
working towards this better market system? 

‘ MR. McLAUGHLIN: I thoroughly agree -- 

i COMMISSIONER GIBSON: 


I am not expressing an opinion, I am asking your 


K Opinion! 
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Well, going on 
with this same general idea, another thesis we 
es put to us is that little changes in interest 
rates, moderate, gradual changes don't have too 
much effect; what you need is very sharp changes, 
Do you have any view on this, that very substantial 
changes are likely to be effective, whereas the same 
amount of change which is arrived at very gradually 
may not be so effective? 

MR. McLAUGHLIN: It has less psycho- 
logical effect, that is true, but if you are working 
towards a perfect market I think some changes will 
have an effect; there will be some projects not done 
ee interest rates have gone up - one-half of 
one per cent. 

COMMISSIONER GIBSON: I was working 
against the previous thesis a little, In the 
perfect market you shouldn't have these sudden 
changes? 

| MR. McLAUGHLIN: I don't know whether 
this is a statement I Beavis or a question, 
Mr. Gibson! 

COMMISSIONER GIBSON: In your brief 
or presentation you were pretty specific in paragraph 
14 that you regard monetary policy as a short- 
term instrument, that is, an instrument designed 
to deal with business cycles, the ups and downs of 
business, and are you concerned about the lags in 
making it effective? 


One of the C.B.A. people said that he 
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thought six months was about the amount of time, 

but he didn't include the lag and what is called 

the inside lag in the central bank; the time it takes 
the central bank to recognize a situation and do 

what is necessary. That would have to be added 

to the six months, These lags are likely to gradually 
reduce the effectiveness of monetary policy. The 
danger is that if you act too late the effect may 

come when business has turned the other way. 

VR. MCLAUGHLIN: Mr. Gibson, I think 
that the lags, to some extent at least, are desirable, 
I would hate to think that we had to move so sharply; 
that the Bank of Canada made up its mind today that 
it wanted a change and wanted it in effect by Tuesday 
of next week. . I don't think we can stand these 
sharp changes, and I think we should look for lags 
and I think that we should be flexible. 

Perhaps the answer is that if we are 
trying to reduce the lag, that the Bank of Canada 
should reduce the first lag. One never knows how 


long that lag is. I don't say there is a lag, but Q. 


r. 


there is the difficulty of saying exactly where we 
are in the business cycle until we are really into 
it, and then move. 

I presume there is bound to be a lag 
there, but once given a signal -- and, of course, 
there is the difficulty, too, that often there is 
a Slight move, as has happened in the past, without 
a signal -- and now that we have bank rate as a sig- 


nal perhaps we can move a little more rapidly and cut 
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down the length of the lag. However, I still would 
like to see a lag and I agree that six months is 
the approximate time, because the last lag is the 
hardest. 
After we get the signal and after the 
banks move, then we have to convince by word of 
mouth or by refusing loans or cutting loans or somethin ; 
we have to convince the customers, but the last 
lag is the hardest and what does the customer do 
after that, and there is no one who can control that. 
I would guess, and as a pure guess, 
and I think as evidence of the six months lag, that 
in this last tight money squeeze which we had in 
1962 and which reached its height or depth, whichever 
way you want to describe it, in mid-summer, that 
if there had not been ee erie and if the 
money Supply had been kept permanently at the low 
point it reached, a lot of merchants would not have 
had a very good Christmas; it would have spread through 
the economy by Christmas, and that is about six months. 
COMMISSIONER GIBSON: Well, maybe lags 
are not such a bad thing when people are not too sure 
about which way things are going. I got the 
impression from the Governor of the Central Bank 
that there would only be odd occasions when he would 
want to give a really strong signal, and one of his 
reasons was that the central bank couldn't always 
be sure the way things were going, and you are not 
going to get strong signals unless people are fairly 


Sure, so would I be fair in taking the burden of your 
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remarks to mean that most of the time you were in 
favour of a lag and a fairly decent one so that 
there would not be Many adjustments until we knew 
where we were going, but when it is evident that 
there is a real problem and the central bank does 
Sive a signal, that it is very desirable to shorten 
the lag? 

| MR. McLAUGHLIN: I think it would, and 
we could if we had a proper signal and got it fast. 


COMMISSIONER GIBSON: You had one in 


June, 
MR. McLAUGHLIN: Yes, and we moved fast, 
but one of the most difficult things, Mr. Gibson, a 
and all this time we talk about restriction; I hope 
Some time there is the Opposite problem of the 
relaxation -- one of the most difficult restrictions 
to put in is just a little restriction. You can do 
things to your loans, you can do things to your 
customers if it is Sharp, but how do you handle it 
Just to cut loans down a little bit; it is difficult, 
COMMISSIONER GIBSON: You are not 
asking me, are you! 
MR. McLAUGHLIN: No, no. I apologize, 
Mr. Gibson, I should have prefaced that by Saying, 
"This is a rhetorical question"! 
COMMISSIONER GIBSON: Thank you very 
much, 
COMMISSIONER BROWN: That +5 what we 


ave trying to find out; how do you avoid these very 
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MR. McLAUGHLIN: Well, we will have a 
better chance if we have flexibility of interest. rates, 
If we can see something. happening with. a little .movemen 
interest rates that will have a bit of an effect. 
COMMISSIONER BROWN: As soon as people 
Start to recognize a small movement in interest 
rates, they wonder is the move towards a larger 
move, and how long do you think it will be before 
each move takes place, and isn't this part of the 
trouble, that everybody is watching for signals 


and the better we all get at recognizing the signals 


‘the faster we move to protect ourselves? 


MR.McCLAUGHLIN: I quite detess and 
that is why I am delighted with the fixed bank rate; 
there is now an opportunity for a Signal. 

COMMISSIONER BROWN: My point is that 
if the bank rate moved from -- and let us take figures 
that do not exist -- 5 per cent to 54 per cent --- 

MR. McLAUGHLIN: Were to move right 
away? 

| COMMISSIONER BROWN: ---don't you think 
you would have a posuvar. loan demand right away? 

MR. McLAUGHLIN: People are peculiar 
that way; in a tight money period you have the 
psychology that people want loans who don't otherwise 
want them, 

COMMISSIONER BROWN: That is right. 

MR. McLAUGHLIN: In some cases we try 


to avoid it; there may be hoarding of loans, 
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If I may recite a little interesting history, 
and this is between the bank and its customer, and even 
though it is trying to look after him, it is like a game 
of chess. Now, go back to the 1951 crisis -- not 
crisis, the 1951 tight money period. The first one -- 
‘we were helped with our ar ae ae by a statement from 
the Governor of the Bank of Canada, and while there 
were many explanations, generally that credit Squeeze 
was handled by freezing lines of credit, which made 
our customers unhappy.. 

Now, in due course, things were eased up 
and we forgot about tight money for a while and the 
customer thought that he would outsmart the bank, so 
in this easy time he asked for « substantially increased 
line of credit. Now, they were perfectly justified 
on the balance sheet basis, and most of them got it, 
and they thought they had beaten the system. 

Then, the next credit crisis came along and 
we were not helped by a statement by the Governor, and 
in many cases it is difficult to explain to un- 
Sophisticated people what is happening in the economy, 
and we had to outmanoeuver the customer and in general 
-- but with many exceptions -- freeze loans at the 
maximum. So, in due course we had money again and the 
customer thought that he would outmanoeuver us, and 
at this time of very easy money he would run his loans 
up to a great peak for two or three days or a week, 
because the last time it was frozen at the peak rather 
than the line of credit. Then, the next credit sqeeze 


came along and we used the average for the year! 
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1 COMMISSIONER BROWN: What will you use next 

2 time? 4 

3 MR. McLAUGHLIN: I think you have a point 

4 there, Mr. Brown, because in this last Squeeze I feel 

5| the customer had no move left and we had no defence, and 

6 both of us havebecome more mature, and tthen.we went.to the 
7 larger borrowers and said, "You see what is happening 

8 to the money supply; we are in a Jam, would you please 


9 help us out and take as little as you can or go to the 


10 street", and we got wonderful cooperation. 

11] _ COMMISSIONER LEMAN: People may be perverse, 
12 but they are the Only people we've got! 

13 MR. McLAUGHLIN: Mr. Leman, may I suggest 


14 that you have a wonderful opportunity when you publish 
15 your report to recommend an alternative 

16 COMMISSIONER GIBSON: Mr. McLaughlin, we have 
17 been talking quite a bit about what you do or what the 


18 central bank does when it really wants to tighten things 


19 up. 
20 What about to ease things up? What part do 
21 you think that moral suasion has in this process, 


22 assuming a fixed bank rate? 
23 MR. McLAUGHLIN: You mean moral suasion 


24 from the Bank of Canada to the banks? 


'5 COMMISSIONER GIBSON: Right. 
6 MR. McLAUGHLIN: Mr. Gibson, I don't like 
7 it. The only advantage moral suasion has is that it 


gives the banks at least an opportunity to attempt moral 
| dissuasion, 


) COMMISSIONER GIBSON: Perhaps we should leave 
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1 "moral" out of this? 

2 MR. McLAUGHLIN: I think it runs contrary 

7 to my general thesis of free competition and free 

4 markets, 

5 We have had in the past, I think, two major 
6 attempts at moral suasion on the part of the Governor 


7 of the Bank of Canada. One was the 7 per cent secondary 
8 reserve, and as much as I objected to it, the banks 
9 agreed then because it was like the iron fist in the 
10 velvet glove, and the alternative was to increase the cagh 
11 ratio from 8 to 12 per cent, and one didn't have to 
12 Sharpen one's pencil very much to find out that 7 
13 per cent earnirg interest was probably better than 
14] another 4 per cent not earning interest. 
15 | The second attempt at moral suasion was in 1956 
16 or 1957 when we were in a period of tight money, which 
17 commenced sharply in November of 1955, and the banks 
18 which had been competitive in the National Housing 
19 Act mortgage business withdrew for obvious reasons. 
20 The banks were persuaded in one of these years -- 
21 and I have forgotten exactly which year -- by the 
22 Bank of Canada to undertake to make additional new 
23 mortgage: loans under the National Housing Act of, I 
4] believe, $150 million,: although it may have been 
5 $100 million, under a promise that we could count on 
6 an increase in the money supply sufficient to permit 
7 us to handle it. 
With the benefit of hindsight, it would 
) appear that the money supply probably was going to be 


J) increased that much, and this moral suasion resulted 
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in a direction as to which Particular asset the 


banks were to put on their books, - When an increase 
in the money Supply is fixed by a change in policy 
I would much prefer that it be out in the Open, and that 
the law be changed after full discussion, and I would 
Say that moral suasion Should be used only in an 
emergency where there is not time to do things properly, 
That is not to Say that there should not De, 
aS there is now, full, free and frank discussion between 
the Governor and phe Canadian Bankers! Association and 
the Presidents, We like to know as much ag possible 
about the thinking of the central bank and they like 
to know about the chartered banks' thinking. Now, we 
Can discuss our ideas in a free and friendly atmosphere, 
which we do, but I don't go with moral suasion. 
COMMISSIONER GIBSON: The two examples you 
Gave of moral Suasion are both examples where the 
banks were invited to move in a particular way. Now, 
there was also another example, a loan ceiling; the 
idea of putting a ceiiing on loans, and I think that 
the banks agreed to that in November of 1955. They 
were to try and do it ina few months. What do you 
think of that as an emergency technique? 
MR. McLAUGHLIN: Are you referring to 
1955 or 1951? In 1951 there was this agreement that 
We were -~- 
COMMISSIONER GIBSON: I guess it is 1951, 
MR. McLAUGHLIN: We were to keep loans at 
the target date, which was February, 1951. J had 


forgotten, but that was another attempt at moral sué:sion 
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That was our first experience, after the war years, in 
monetary policy. 

Well, I still maintain that the Bank of 
Canada should do it through open market operations, 
because otherwise we don't have the freedom which I 
think management Should have to decide how to divide 


up our assets. 
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COMMISSIONER GIBSON: In other words, you 
are going to get an effect on the cash or a bank rate 
Signal, or both? 

MR. McLAUGHLIN: Exactly. 

COMMISSIONER MACKINTOSH: Would this argue, 
Mr. McLaughlin, for certain Standby powers on the part 
of the Bank of Canada to deal with these extraordinary 
Situations as a sort of moral suasion? 

MR. McLAUGHLIN: I would hate to think that 
there were standby powers hanging over our heads. I 
think the banks have reacted in the past to crises very 
well, and if we are satisfied that what the Governor 
is asking us to do will solve the crisis then of course 
we will cooperate. But, it is a fearful thing to have 
to operate a bank knowing that there are two or three 
Sections of the Bank of Canada Act that can come down 
on you at any time. 

COMMISSIONER MACKINTOSH: But the Bank of 
Canada would have to have your cooperation in order to 
vary the cash ratio. 

MR. McLAUGHLIN: On my thesis it does not 
have to do that. It can do it through open-market 
Operations with the cash. 

COMMISSIONER MACKINTOSH: Are you not rather 
arguing that moral suasion is enough? 

MR. McLAUGHLIN: Is enough? 

COMMISSIONER MACKINTOSH: Yes. 

MR. McLAUGHLIN: Do you mean our moral 
Suasion to the Governor, or his to us? 


COMMISSIONER MACKINTOSH: Well, both. 
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MR. McLAUGHLIN: I do not know, Dr. Mackintos 


In a crisis I think it would, but with respect to normal 
operations the Bank of Canada has the facilities, and I 
would like to see it use them completely. 

THE CHAIRMAN: You mentioned conferences with 
the Governor from time to time, and you apparently 
consider that sort of activity as being useful, providin 
= ee the purpose of moral Suasion. How far would 
you expect the Governor to go in a conference at that 
time in disclosing his views as to the economic trends, 
as he sees them? Would you expect, if he were to make 
a change, that he should discuss it with you before he 
made it, whether it be in one direction or another? 

What sort of discussion do you contemplate? 

MR. McLAUGHLIN: I could say this, Mr. 
Chairman, with all due respect to the Governor -- 
and I am sure I would do the Same thing if I were 
Governor -- he never G0es as far as we would like. 

That is not a criticism, because I do not think he 
can. But, these meetings are valuable from the point 
of view of the Governor's getting the feeling of the 
bankers. He will obtain information as to the demand 
for loans, and what it is likely to be, and in some 
cases he does give us an indication of what he thinks 
1s going to happen in the economy. However, I would 
not like those meetings to give us a Signal, because 
I think the Signal should be made public. I think it 
is unfair that only the bankers should know it, ‘The 
country should know it as well. 


I would like those meetings to Supplement 
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and elaborate a public Signal, but I do not think we 
should expect a signal in those meetings. 
THE CHAIRMAN:. By a public Signal do you 
mean a signal that might require to be interpreted, 
or a statement from the Governor of a definite nature? 
MR. McLAUGHLIN: Well, ideally, a proper 
Signal such as I would like would be a change in the 
bank rate accompanied by a statement. It may be that 
there is a case for just a statement without a change 
in the bank rate -- one of these little, little moves, 
perhaps, -- but I think the papas Should know as well 
as the banks. For one thing, of course, it makes our 
Job a little easier, but I am not asking it for that 
reason. If the customer knows what is happening you 
can accomplish what you are setting out to do with a 
little less difficulty. 
THE CHAIRMAN: We will recess for five 


minutes at this time. 
--- A short recess. 


COMMISSIONER LEMAN: When the recess 
intervened, Mr. McLaughlin, I was going to refer to 
the fact that there is a slight difference in wording 
between your submission of last July and the speech 
that you delivered to your shareholders on January 
10 of this year on this matter of the cash ratio 
requirement. In your speech you did not imply it 
Was not necessary to have a standard ratio. You said, 


rather, that the ratio might be reviewed with the dual 
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objective of reducing it to a lower level -- that does 
not imply not having one, and not having a standard one 
-- and having interest paid on the part that is held 
in the form of deposits by the Bank of Canada. Do you 
have any firm views as to what that lower level might 
properly be? 

MR. McLAUGHLIN: Basically, Mr. Leman, 
I was giving you lots of opportunity to choose. What 
a@ lower level would be -- I would say this will vary 
between banks depending upon their experience and 
efficiency, Bick, including the till money which we must 
keep, it would probably be 5 per cent. I am speaking 
for my own bank. It might properly be around 2 per 
cent s a fraction over for till money, and 3 per cent 
or a fraction under, perhaps, for clearing purposes. 

COMMISSIONER LEMAN: Now, is it your 
impression -- I think you have explained to us before 
that the banks were enabled by the Bank of Canada to 
work smoothly fairly close to the 8 per cent level, and 
that the banks also through the actions of the Bank of 
Canada could work as smoothly close to the 5 per eent 
level. 

MR. McLAUGHLIN: There would be no problem 
at all. 

COMMISSIONER LEMAN: They could perform just 
4S well at that lower level? 

MR. McLAUGHLIN: Exactly. They could work 
as well at 5 per cent, or 53 ied cent or 6 per cent, 
or at any figure that was sufficient to provide room 


to manoeuvre in the clearings, and that is all. 
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COMMISSIONER MACKINTOSH: Recollections are 
hazy and I think the definitions were different, but 
was it not originally 5 per cent? 

MR. McLAUGHLIN: Dr. Mackintosh, it is a 
coincidence perhaps -- it was 5 per cent on a daily 
basis, _ rather than on an average for the 
month, and there was a severe penalty, the nature 
of which I have forgotten now because it is ancient 
history, if you went below. So on the average, since 
you could not go below, the banks carried approximately 
10 per cent, which seems to confirm the 5 per cent 
figure I am talking about. 

COMMISSIONER MACKINTOSH: Does it follow 
that if they were given the 5 per cent again they would 
operate at 10 per cent? 

MR. McLAUGHLIN: Not on an average, oh, no; 
that is too expensive. 

COMMISSIONER LEMAN: There is another point 
on which I would like to have your view, Mr. McLaughlin. 
You refer, in your submission to the fact that you 
do not see any particular advantage to near-banks being 
included in the group which has clearing accounts 
with the Bank of Canada. You say you do not see any 
advantage in it, but do you see any disadvantages, or 
Objections, to it? 

MR. McLAUGHLIN: May I say why there is no 
advantage first? The principal reason why the 
chartered banks have accounts with the Bank of Canada 
is for open-market operations. The reason why it is 


not necessary, in my view, for the 
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near-banks to have accounts with the Bank of Canada, 

as they do not have them at the present time -- I think 
you will find that in my brief I have qualified it by 
"at the present time" -- is that they do not have the 
type of client who is affected by open-market operations 
and therefore, there is no advantage in having them. 

Do you mean disadvantages for clearing purposes? 

COMMISSIONER LEMAN: Perhaps for clearing 
purposes. 

MR. McLAUGHLIN: There are just so many of 
them that I think it would be very cumbersome, and it 
would be of no use at the moment in open-market 
operations. Twenty, thirty, or forty years from now, 
pfethe: cu néar-banks then have the same type of 
customer as do the chartered banks, and, the clients 
of the near-banks are affected by open-market operations, 
it might be necessary then, but it is not at the moment. 

COMMISS LONER LEMAN: I was thinking of 
another concept which is an idea that maypee these 
institutions do not have to become complete banks stl 
of a sudden, but that there might be a gradual process 
under which they would come into certain relationships 
with the Bank of Canada, and then gradually as they 
approach the true and complete banking operations -- 
if that is their future -- they would gradually have 
to fall in with all of the different --- 

MR. McLAUGHLIN: I can visualize the time 
approaching gradually, but I think it is still a lorg 
way off, when that might be necessary. It might have 


to depend upon the size of the near-bank, and whether 
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or not it permitted the issuance of orders against its 
accounts. 

COMMISSIONER LEMAN: We have asked other 

would 
people what/happen if the banks were enabled to take 
mortgages as security for loans, and we have had qaite 
a variety of views on this. One was that the banks 
might invest fairly large sums in conventional mortgages 
and might continue on in the NHA mortgage market, if 
the interest rate ceiling were lifted. Another view 
that was not, perhaps, so general, was that the banks, 
or some of them, might use that power in order to give 
more accommodation to some type of customer that they 
have been cultivating up to date. What do you believe 
would happen? 

MR. McLAUGHLIN: Three things, I believe, 
or perhaps, a combination of three things. I am not 
asking in my brief for permission to take mortgages 
for the sake of taking mortgages. I am asking for the 
removal of the restriction along with the removal of 
all the restrictions so that the competitive base as 
between the banks BYid the near-banks is equalled. 

Assuming the restriction on mortgages was 
removed it would facilitate the banks, I believe, in 
making certain loans and taking mortgage security for 
them, but I am referring here to a type of loan which 
I would not call a mortgage loan. Perhaps I can give 
you an example. The banks are frequently asked to 
finance the construction of buildings, an apartment 
or a factory, pending the completion and the plac ng 


On completion of a pre-arranged mortgage from an 
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insurance company or a mortgage company. In such 

imtances, we might be a little happier if during the 

year or year and a half that it takes to construct the 

building we could have a mortgage on it. If that were 
would 

possible I think it is probable that we/do that, but I 

would not call it a mortgage loan. It is just extra 

security for something we are doing in any event. 

COMMISSIONER MacKEEN: Do you not usually 
get, Mr. McLaughlin, a letter of intent from the 
ultimate holder of the mortgage that he will finance 
the building on completion? | 

MR. McLAUGHLIN: The normal security in that 
case is an assignment of the monies that will be 
available on completion under the prearranged mortgage 
agreement, but no bank objects to having a little extra 
protection if it can get it. In such an event we would 
have a mortgage in the interim which would be discharged 
upon the introduction of the permanent mortgage. That 
is not a mortgage loan as such. 

The second thing is that it could well be 
that the banking system might make a few mortgage loans 
or, maybe, a few term loans with mortgage security, 
on a plant, but not very many. In other words, it 
ae be marginal business or fringe business -- 
perhaps fringe business is a better description. The 
banks would not be doing much of this, but many of the 
near-banks are doing it and they would then be doing 
it as an equal, and would be steadily representing” 


the major part of it, and their business would be 


impregnable and unattacked. 
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The third thing that might happen is that 
there could well be a difference in policy between the 
chartered banks. It might well happen that one or more 
banks may decide that they should go slowly but steadily 
into the mortgage business. 

In my own view, I would not want to do that 
because I look upon the chartered banks as having a 
major and more profitable business -- because we are 
out to maximize our profit; that is our function -- 
in the provision of short-term working capital and 
personal loans -- loans with a short-term bias. 

I still believe that in our economy we are 
going to have from time to time tight money or less 
easy money. It is going to have its ups and downs. 

I think that a. sound bank should not operate on a 
system where it is in and out, and I think it is a 
policy mistake for a bank to go into mortgages and 
term loans when it is flush, and immediately withdraw 
when it is not. So that a bank that decides to make 

a practice of going into term loans or mortgage loans 
will probably try to stay in it so that it will not 
then have to retract from this other type of business, 
It could well develop over the years that bank A becomes 
known as a mortgage bank, bank B as principally a 
Personal loan bank, bank C as a term loan bank, and 
bank D as a working capital bank. 

I do not know which will happen as between 
the second possibility, which was that of just 
furnishing competition, and the third possibility 


that I mentioned. It could be either of those, or 
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some combination. 

COMMISSIONER MdcKEEN: If Bank A was able 
to oblige its customers by granting a mortgage would 
not Banks B and C be forced to follow? 

MR. McLAUGHLIN: Competition is a strong 
factor, Mr. MacKeen, but a bank with a long view might 
Say: "We are losing business now because we are not 
making mortgage loans, but when the tight money cycle 
comes along those making the mortgage loans will not 
be able to satisfy their clients, and in providing 
working capital loans we will bake the business away 
from them then", That may be the hope, and that may be 
what you might ultimately get. There may be a gradual 
spread between one bank in the mortgage business and 
another bank. But, competition is a peculiar thing, 
and it may be that all may do a little bit of everything 
One possibility is my second point, that of competition 
of the fringes, and doing a little bit. 

COMMISSIONER MacKEEN: There would be a 
danger in a tight money period if you had a highly 
developed mortgage department which you wanted to 
continue even during the tight money period, if you 
made a loan to a customer on a mortgage and refused 
another customer who wanted it for commercial reasons. 
There would be a certain amount of ill feeling. 

MR. McLAUGHLIN: There would be, indeed, 
and that is where the bank that did not make mortgage 
loans might be able to create some goodwill by saying, 
"That man should come to us. We are not tied up in 


mortgage loans. We have room in which to give you your 
Working capital", 
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COMMISSIONER MacKEEN: The mortgage 
field is reasonably well ‘Satisfied at the present 
time, the same as they are in the general banking 
business, but if there is active competition on 
the part of the bank it might have a rather serious 
effect on the people who depend on that type of 
business as their bread-and-butter business. Then 
when a period of tight money came they might not 
be able to make loans as they do nowadays, even 
With tight money. They might be so reduced in 
circumstances they could not carry on their business 
during tight money periods, Is not that a danger? 
MR. McLAUGHLIN: It is a danger for | 
the mortgage lending companies to have competitors 
who are in in good times and out in hard times, It 
would be hard on the mortgage lending companies, 
COMMISSIONER MacKEEN: That is all 
I have to say. 
COMMISSIONER LEMAN: If these 
restrictions or limitations on the banks were to 
be removed, Mr. McLaughlin, would you say that quite 
a lot of the handicaps under which the near-banks 
Operate should also be removed? There are more 
than sometimes appears from elie we find in the 
bankers! submissions, Under some provincial laws 
they suffer handicaps too. They do not have quite 
the same lender of last-resort access. They have 
equity-to-liability ratios to work under. Would 
you say that for competition reasons they should 


be provided with the utmost freedou consistent with 
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1 the safety of the people who deposit money with them? 
2 | VR. McLAUGHLIN: I will quarrel with ; 
3 only one statement you made, and that is the dis- 

4 advantages the near-banks suffer when compared to 

with regard to lender-of-last-resort access, 

5 the chartered banks / because the chartered banks 

6 can borrow only for seven days and the near banks 

7 can borrow for more than seven days; but apart from 

8 that I fully agree. 

9 My thesis is to equalize competition, 
10 I ask that the restrictions on the chartered banks 

11 should be taken off. I also will agree to the 

12 restriction on near-banks being taken off so that 

13 if they are playing the Same game,the rules are 

14 the same for both of us, and it is fair and equal 

15 competition. : 

16 COMMISSIONER MACKINTOSH: Assuming 

17 these restrictions were taken off, Woulg both 

18 the removal of the interest ceiling and the removal 
19 of the prohibition against mortgage lending enable 

20 you to go further in making loans to smaller businessesl, 
21 Small industrial firms, and so on? 

22 MR. McLAUGHLIN: It would enable us, 

23 Whether we would or not is another question. There 

24 is this strong bias towards short-term lending 
25 because, after all, the chartered banks borrow 

26| Short. I think you would find an increasing 

27 tendency . © . | to look just a little longer 

28 | at a more satisfactory interest rate and with more 

29 | Satisfactory security than, you can get now. There 

~ x Will be a tendency towards that, I think, Dr. Mackintojsh. 
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1 COMMISSIONER MACKINTOSH: Let me be 
2 a little more specific, ; LB the case of small 

3 industrial firms, have they not frequently a lack 
4 of security for loans? 

5 WR. MCLAUGHIIN: Yes, indeed. Many 


6 of them, if they are in rented premises, if they 
7 are manufacturers, Of course Section 88 is available 
8 _.and the bank can finance the inventory and receivables; 


9 but their machinery is beyond the bank, normally. 


10 COMMISSIONER MACKINTOSH: What about 

11 if they are not in rented premises, you cannot take 

12 mortgage securities there? 

13 MR. McLAUGHLIN: We cannot on the plant, 


14 If they need it, they have to get it elsewhere, 
15 COMMISSIONER MACKINTOSH: I am thinking 


16 of a substantial part of the securities which the 


17 Industrial Development Bank takes,.whichtis in ‘the form 
18 of mortgages. 

19 ) MR. McLAUGHLIN: Yes, I think, mostly. 

#0 COMMISSIONER MACKINTOSH: Would permissio 
21 for you to take mortgages increase your activities 


22 in that field? 


4 ‘VR. McLAUGHLIN: I think there are 
a4 better ways of doing it. If you will pardon the 
5 expression, RoyNat is a much better way, because 
od it has larger leverage. There is a capital of 

4 $10 million in RoyNat now, and basically there is 
28 | no difference between the four corporate partners, 
29 


$10 million in RoyNat and'$10‘million tn term 


loans, RoyNat will be able to borrow 
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from the public long, and the leverage will be quite 
fantastic. I think that is the way to do that, 
because you tie up that much less, but are able to 
facilitate that much more long-term loans. 

COMMISSIONER MACKINTOSH: I have another 
question in another field. I forget the number of 
the section, but there is a section of the Bank 
Act which Pesce banks from going into any other 
trade or engaging in any other trade or business, 
or controlling firms in it, 

| MR.MCLAUGHLIN: Yes, 

COMMISSIONER MACKINTOSH: What is the 
effective purpose of this? Is it desirable? 

MR, MeLAUGHLIN: I suppose ee OL g 
historic, but: it is to keep us as banks, whatever 
"banks" are. 

COMMISSIONER MACKINTOSH: Is the use 
of the term "control" not. a very effective one? 
Banks could be substantially engaged in a lot of 
things, indirectly, without having control, in 

the arithmetical sense of holding 51 per cent of 

the stock, 

cts ane MR. . McLAUGHLIN: That is quite 
true, with the exception that some banks have 
an interest in trust companies, but I do not think 
that section is ever used except for holdings on 
real estate subsidiaries. 

COMMISSIONER MACKINTOSH: If you are 
developing this highly competitive set of institutions, 


is there some ‘reason for concern that they should all 
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deal with each other at arms! length and without 
interlocking directors, stock holdings, traditional 
arrangements, and all the other links that there 
are between banks and trust companies? 

MR. McLAUGHLIN: I Speak navune will 
take care of that, The bank I represent deals 
with a great many trust companies, but there is 
_ one it has a very close relationship with, although 
absolutely no stock ownership, It is a matter of 
reciprocity; that is why the relationship, because 
the banks cannot do trust business, and until fairly 
recently trust companies did not do banking business -- 
but that has changed somewhat, 

“COMMISSIONER MACKINTOSH: Each 
ganerates business for the other? 

VR. MCLAUGHLIN: Yes, that is right. 
There is no control, I can assure you on that. 

The trust company I refer to has an office in 
the building our head office occupies, competing 
with us for * Savings accounts, If I had any 
control over it I would much sooner have it in 
the building the Bank of Montreal occupies than 
that which the Royal Bank occupies, but I cannot 
control that. 

If, in the course of time, and given 
the freedom we recommend, trust companies and banks 
begin to Ce to be more similar, then, I think 
if there is any conflict in the course of time 
there will be gradually a division amongst the 


directors, if that is necessary. Directors retire, 
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directors die, and if it is necessary, and if there 
is a conflict, as they are gradually replaced they 
Will be completely Separate, I do not see the 
necessity now, but it may come, 
COMMISSIONER MACKINTOSH; Thank you, 
THE CHAIRMAN: Is there anything you 
would like to say about the foreign exchange rate? 
--- The witness looked whistfully at his watch! | 
THE CHAIRMAN: I mean, a concise 
statement. 
MR. MCLAUGHLIN: Thank you, Mr. Chairman, 
I was about to ask if you had any schedule for 
getting your report in! 
| I do not know what I can Say, except 
that I have always been a firm believer in the 
efficacy of the floating exchange rate 
for Canada, in Canada's pecullar position; and I 
have not changed my mind. . 
Mention has been made in the last 
few days of the disciplinesforced upon us by a 
fixed exchange rate, There are disciplines; but 


under a fixed exchange rate there are two sides 
rg 


? 


to the coin, If the dollar is over-valued you 
have to have disciplines; but if it is under- 
valued you have a forced lack of discipline; and 
I think the automatic discipline of the floating 
exchange rate is better, 

One other thesis I have is that we must 
not look at the exchange crisis in the mid-summer 


of 1962 as the fault of the floating exchange rate, 
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because we had not been on the floating exchange rate 
since late in 1960, The floating exchange rate 
is blamed for many things, It is like taking a 
thermometer out of the mouth of a man with pneumonia 
and sticking it under the cold water tap, and saying 
that he is better. You do not correct things by 
moving the exchange rate. There are other things 
you need to correct. 
I could go on for hours on this, but 
I do not know whether I would convince anybody. I 
still believe that as soon as i can -- with ample 
exchange reserves to give confidence to the public 
when we do it -- we should abandon the pegged rate 
and go on to the floating rate, because if we have 
another crisis on the pegged rate -- and I see no 
Bescon why there should be one, and I want to make 
that perfectly clear, and this is hypothetical -- 
but if we do have another crisis, surely, I do 
not know how we could handle it, because we cannot 
handle it the same way as last time. Last time 
there was desperately tight money and it was solved 
by contracting the money supply drastically, which 
forced the banks, at a capital loss, to dump Government 
7 of Canada bonds at such a capital loss that non- 
residents could rush in and buy them at those 
attractive yields and have a capital gain. The 
banking system suffered, and if we have another crisis, 
Surely the banking system is far too extended now to 
dump that many bonds again, and I do not know how 


we could solve it. LI emphasize: I see no crisis 
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coming, but let us get off the fixed rate before one 


does -- whether it is ten years away or at some other 
time -- because if you are on a floating rate you canno 
have a crisis, We have helped to worsen -- and I do n 
know whether it matters in Canada or not -- the balance 
of payments problem of the United States, because of th 
inflow of capital under the pegged rate. Under a float 
ing rate 1t would not have happened since there can be 
no inflow or outflow of g0ld or U.S. dollar reserves : 
unless the Canadian Exchange Fund is a net buyer or 
seller of foreign exchange, and it can be neither under 
a true floating exchange rate. U.S. dollar exchange 
Operations on private account by the chartered banks 
do not affect official exchange reserves i either 
country and the U.S, dollars stay within the commercial 
banking system of the United States, 

One of the reasons why the United States 
did not have a balance of payments problem from 1951 on 
when there was this heavy inflow of capital from the 
United States, was our floating exchange rate. This is 
not the only thing that is causing worry in the United 
States, but they seemed very happy when we went on the » 
pegged rate, but they are very disturbed concerning 
their balance of payments and outflow of gold, and we 
helped partially in contributing to that problem. I do 
not say we should make any move merely to help the United 
States; we should do it in our own self-interest, 

The pegged rate is not the right rate 
for very long, but the floating rate is. The floating 
rate was blamed for being too high. It was a free- 


Market rate and was not artifically pegged until 
late 1960, It hindered the exporters, I 


rt 
' 
os 


a 
a 


m4 


xeddo emoa ts 10 yawe e189,% wed at sh 


oiirmo voy eter patteolt s 19 978 BOY at 


cd auoted etary psxtt ont 1 


m 06 i 6 


e 


bin -- neetow et beqien eve SW. « 


eonafad stit -- don vo absasd at etedvam 32 gene 


Fe 


| 


bbe 
| 
| 
{ 
. 


tin’ ent cisd of “fete ovom una edaw bivods ow’ 


fo e84lirposd sotseté bad rey aril tor meLdortg dr 


SS’ 


\wevud gon 6 2h orwt opmecdoxd askbsris® ot 
sedgten ed deo vt ons oyrraee caters we 4 


eta Jcdgitx site fon af stat heanee ont 


aukssolt “9a 


rary 
birt: 
“ne _ 
sska? .evst Segaeq edo tebnw serbracsiitns 
_preds sunita 6 1qei eved Jon ihien ans 
on 


sale 


sden daffob .2.U. 20 blew Fe #oL Taito 1° 


an 


. Hv 
egasn 5 teiflob see Oat SRABROLS yatteolt. s 
Aas &£ 
enansd be'1ey ts tte j dpvooos Svevitq ne anotta “4 * 
- an 
enst syredoxe Istott?o doeltis vou ¢ 
a 
Bs t ot i Lie iw ‘ei Bt af feb waeel nary brits yise 
¢ oe . 
: i 
sodgavdyg bestia’ odd io #eseys Basar 
Sein4+e bevinU edt vdw ancpsset sat Teo Sag 
(POL mott moidorg edrontyed to somaiad s evad 
‘a 
eit govt Lavbyso to woftnt yvest ‘obit anw ered? & 
&£ 
+ gtd? ,otat sposdoxs anttsell suo anw ,aecade bedi 
és 
ao - A 
boviav od? a rrow patesao Eh Jf cod guid? yino sad ds 
add co dnew sw aodw vaged ytev Bemees yore gud 4 8 & 
fe i] 
siitatsomes bedtutatb ytaw ots yore Ted .e7 at 09; 4 
ew Erie Lion Jo wedded Dae etnomyng to consled sh 
ob 1 .makidouy sed? of gattedietdqoo at yiielsteq & 


a 


ao 


- Tee ba 
.Juexcseg.-ITam ao SO ret at ob neute oe a 
=a ee Gi ve 
4 
ae es 


oad " & —- o whe A: e.ceres Neo 


Nethercut Young - 85 28 a 


Trento, Ontario 
agree, and it was about to come down, I think, because 
the United States were doing things and there was 
not the opportunity for capital in Canada, One 
of the reasons it was so high was that we had 
followed for so long a tight-money policy and 
interest rates were high in Canada, On the one 
hand we were complaining about the inflow of capital 

were 

and on the other hand we /encouraging it by high 
interest rates. That was not the fault of the 
exchange rate. We got off tight money and went 
to easier money and interest rates were falling. 
That, coupled with the normal dimension of inflow 
of capital, because we were in slacker times and 
there was not the opportunity to invest capital, 
would have brought the Canadian dollar to the dis- 
count the exporters wanted. We forced it down | 
and it got away from us, and we had a erisis. Too 
many people look at the thermometer and not the 
disease, 

I do not think I have anything further 
to add, Mr. Chairman, 

THE CHAIRMAN: Thank you very much, 

Yr. McLaughlin, for this very interesting dis- 
cussion, 

There are with us in this room today 
three other bank presidents: Mr. Lambert of the 
Toronto-Dominion Bank, Mr. Moquette of the Mercantile 
Bank, and Mr. Boyer of the Provincial Bank. I 
understand that none of these gentlemen has expressed 


any desire to make a submission to this Commission, 
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but it may be that some of you gentlemen may wish 
to make some comments arising out of the discussion, 
If so, we would be very glad to hear from you, 
Vr. Lambert, have you anything to 


Say, or is there anything you wish to add? 
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MR. LAMBERT: Mr, Chairman, I am grateful for 
the invitation which was extended to me to submit a 
brief. It certainly was not through any lack of interes 
on my part that I did not do SO, but I did feel that the 
Submission of the Association covered the area very 
broadly and I did not have any particular points I 
desired to add to it. 

I followed the discussions of the last three 
days with very considerable interest and I do not think 
there are any special points I would care to make, but 
if there are any questions the members of the Commission 
wish to put to me I shall be very happy to endeavour 
to answer them. 

THE CHAIRMAN: I do not know if there are any 
other questions that anybody can contrive. 

COMMISSIONER MACKINBOSH: Other than to ask 
which of the other three presidents you agree with, 

MR. LAMBERT: Perhaps I would say I do not 
find any of them the perfect man. We have taken a 
different view on the exchange rate and I cannot claim 
to have always held the view it should be pegged. It 
certainly did not concern me the first few years in my 
life, but since 1956 we have advocated the Cixine. otal. 
We think we ne an obligation to the other trading 
Countries in the western world as a member of the Fund, 
and we regard it as imposing upon Canada a very desirable 
discipline. 

We also feel that the floating rate was given 
an extended Opportunity to show what it could do, and 


throughout most of that period I think it is generally 
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regarded that it continued our dollar on an over-valued 
basis. 

Currency is usually expected to represent the 
cost within a country and I think a country of the 
geographical size of Canada with small markets has of 
necessity a rather higher cost basis than larger coun- 
tries, and a premium dollar did not seem to reflect 
this. 

We had something over ten years of trial with 
it and throughout that period, certainly within the 
last five years of it, I do not think it Served Canada's 
best interests, 

COMMISSIONER LEMAN: Mr. Lambert, now that 
you are before us and have offered to answer questions, 
may I put this to you? You have listened to the questions 
we have asked the other presidents as well as a good dea 
of the questions we asked members of the Association. 
How do you view the results, the possible results, of 
granting banks the right to take mortgage securities 
for loans? 

MR. LAMBERT: I believe that it covers a certailn 
amount of important savings in the country, and that 
some portion of our assets could be properly directed 
to term lending and that mortgage lending is probably 
the most appropriate of the term lending field. I 
would not think that the banks would be inclined to 
put a disproportionate share of their deposits into 
mortgages, but we have through experience under the 
National Housing Act -- and this will be on an 


increasing basis -- found that there is a very substantia 
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turnover of money coming in from payments. As the years 
go on, with increases in the amortized System in which 
payment schedules are arranged, I would think that there 
are resources within the banking system which could be 
appropriately directed into the mortgage lending field, 

COMMISSIONER LEMAN: Do you think it would 
be possible or practical, avoiding any constitutional 
problems or anything like that, to give other lenders 
access to other types of Security that only the banks 
now have under the Special sections 82, 86 and 88? 

MR. LAMBERT: I would have no objection to 
it. It would not be my view that it would have much 
practical effect. I do not think other lenders would 
be very much tempted into that area. They are rather 
more dedicated to one-time assets of a Situation and 
meet an investment on that basis rather than as banking 
which is a continual moving of assets from month to 
month. I would not think that it would have much 
practical effect on other lenders. But certainly I 
would not object to them having the power. 

THE CHAIRMAN: Thank you very much, Mr. 
Lambert, 

MR. LAMBERT: Thank you, sir. 

THE CHAIRMAN: Have you anything to add, Mr. 
Boyer? 

MR. BOYER: Mr. Chairman, I thank you for 
inviting me to Speak but I do not think I could add 
anything to help the Commission today. I have not 
Prepared any notes for that purpose, 


THE CHAIRMAN: Thank you, Mr. Boyer. We shal 
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now adjourn until 9:15 Monday morning next when we 
shall hear a submission from the Inspector General 


of Banks, Mr. C.F. Elderkin.. 


--- Adjournment. 
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SUBMISSION 
TO 
ROYAL COMMISSION ON BANKING AND FINANCE 
BY 
G. ARNOLD HART 
PRESIDENT, BANK CF MONTREAL 
ie I welcome the Privilege of appearing before 
this Royal Commission and of saying a few words which 
may, I hope, be in some way or enother germane to its 
deliberations. 
as The thoughtful presentation of The Canadian 
Bankers' Association has necessarily been vOluminous, 
and no useful purpose would be served by an attempt 
on my part to re-summarize its contents. My own 
remarks will, therefore, be confined to only a few 
points which I regard as rather fundamental to an 
assessment of the role of the banking function in the 
economy. 
De A few comments regarding the relationship 
of the Bank of Canada to the chartered banks may be 
an appropriate starting point. 
a, In my opinion the central bank already has 
at its disposal an entirely adequate "armoury" of 
legislatively determined "weapons" whereby it may 
regulate the aggregate cash reserves of the chartered 
banking system and thereby regulate the level of bank 
deposits. Moreover, and for reasons which need not 
be elaborated, there is no lack of opportunity for 
frequent contacts of a less formal nature between the 


central bank and the chartered banks. 
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5. _ A legally required cash reserve ratio is, 
of course, the fulcrum whereby the central bank can 
directly influence the charterec banking system by 
making cash scarce or plentiful in relation to the 
requirements of the reserve ratio as such. In my 
opinion, the present legally established minimum 
average ratio of 8%, and the statutory method by 
which the minimum cash requirements are determined for 
the purposes of this ratio, constitute a good, 
time-tested workable procedure. The 8% level itself 
does not tie up in cash, and therefore render 
useless for other purposes, a lerger amount than 

the requirements of prudent banking would, in any 
event, dictate. The averaging technique is realistic 
in that it recognizes that quite large amounts of 
cash come and go each month between individual 

banks in the system and avenekne therefore cushions 
adjustments which could otherwise be unnecessarily 
disturbing in their impact. 

6. I.am well aware that the Bank of Canada 

is empowered to raise the legal reserve ratio, by 
Successive steps, to a maximum cf 12%. I think the 
Bank of Canada has been wise in not exercising that 
power and relying instead on open market operations 
to regulate cash in relation to the 8% minimum 
requirement rather than raising the requirement 
itself. I would hope this situation continues. 

The money market is deep and broad enough to permit 
an adequate volume of open market operations and, 


in my view, any change in the reserve requirement 


'} sat oF neteaien at F Gehan on 
wr at HeLa y evesnen id 30: ee — 
orttatm tes vilegel tnesenqg edd « . nage 

a] boridam ywotudase sity bos wRS 40 oven me 
aaa ota qnamensopen Naso mumbibe erty 'f 
bode « etusktanoo- colsen site te Lameraty 


Yieeti ievel PS onT .smbesorq sidaren t te ato 


hnet atotenadt. ong .dedo af ee ott: on. 


aes cevome tspisl @ .2980qsq Yenso GOT, ssel 


| yng of .dLunW griined Jnsbung To einemettupee 
| olsel{iset al suplarogs? patgerevs ent» ,edetalt .tteve: 
' 


: 7 
TO ejquoms euTsi otfap Jedd eestagoren at tat o 


feubivion! psswind inom does eg bas emoe eNO 7 


| enottiava esc tetady’ ac tnerteve bum metaye ea? or axned 


yitteezsoevcv oc balwiedto Bleoen dotds ad hemd autos 


va 


soe59 Io doe si! teat) eavewe ffow ge I “ated 


eJosgml tied? al anidmielb 

YG ,oL¢@ 5 sVsacy7 Layal sd? seles of betswoqme a? 7 
antl Xouty L .mSi t> mumixem ¢ oF adeva aviskeoanel ’ 
Seria anletoters Jon at sim noe zen ebens) to #488 aN 
Snoleatagg Jansen nego ao hbestaent aniytes bre oitgil p 
mimnoin RO std of wolsefer at ieee otsluget od)” 
ivemetiupe: oft gobeles sdt goddess enemertuge? 
Pousttiny uo? i suthe =i09 eqod biluow Z Mesdtt 
Jinived cd ptuvény Seon bre geeb at deat am yanom on 


jenny BOL Sieqo em nega.20 awtizae sd eupebs 6 . 


Nethercut é Young 


Toronto, Ontario 


As OD 


could only be justified in the event of some great 
emergency. 

Te The secondary reserve in the form of day- 
to-day loans and Government of Canada treasury 
bills is not statutorially determined but exists on 
the basis of a "gentlemen's agreement" between the 
banks and the Bank of Canada. The legally required 
8% cash reserve plus the "infornal" 7% secondary 
reserve together constitute the minimum 15% 
liquidity ratio under which the banking system 
Operates. It will be quite apparent, therefore, 
that the "free" or usable liquidity available to 


any bank is not the 15% which is tied up partly 


“by law and partly by informal agreement, but the 


excess over that figure. In my opinion, no useful 
Purpose could be served, and some harm might be 
done, by endeavouring to crystallize the 7% 
Secondary reserve in the form of a legal requirement. 
To speak very frankly on this pcint, I have grave 
doubts of the wisdom of a statutory secondary 
reserve requirement which would make the banking 
System a legally "captive market" for Government 

of Canada short-term obligations. The provision has 
never been misused in this way but I can see no 

00d reason for establishing a legal basis for 
potential misuse. Further, I question the wisdom 

of a rebearccateut diese in legal form, a provision which 


it might well prove desirable tc modify, possibly 


at short notice, by agreement between the banks and 


the Bank of Canada, under some set of circumstances 


_, Sie sted ode popeted enaanarnige i gsottan anpria self 


"ae heaniapieionen aan cron 
S-tainieica aT *censotne" ot? avig svtsast daa 
€or meminte ont stustdenco terdogatys: 
mevaye gobived ond dotdw tebnaw Obdes wok sae 


' 


5 
. 


eto Teceds ASTRES stiup od £ftw 32 esd areqe. 
ot sideliovse v?tbiveti eideau 1 “sexi” edd 
qiitaq qu belt ot dobdw RAL eft Jom ab aned ® 
ost fad  doomenkg® fewrotnt vd yloneq bone wat? coe 
Ivteew on ,notatqe ym ol sete lt dedd. neve nesta 7 
ed Jdeto wed ences Om ,baveer sd 'Pluco sit in > . 
RY end exil(sdeyto of gobypovesbie yd: s9nob | 
 Joemeatupet iesst se to ato ed of svresed “‘Wrsboonea o 
ever sve I ,tntoq alat no _ fhe? gaisy lalate of 
Vtabooose yrotured? 6 tO aobelw sa? To avaien: : 


n° 
golNoed efit svom blirow dealdw toremetiepes svaetet 


Trsheoeved ot "tetra ovidqes” wilegel » aevege 


eel Aolelvoia sdT .snotivegiide mie¢-iroda’ ebenad a 
on 68 C60 1 tes vow ef? of Seavalm need reVven | 
Oo! aipen Lege! 6 gnistatsdnses "302 nogeoT boos: 
tees sty notdesup I ytentewt |. squat Letinsdo@ ’ 
hosel w ooLatvong fo? cdsaei ol antseroqiennt 0) 
yidterog vison o9 slasties6 ever LLon adgim ua 


Yetta ks! —, en ae ee a eer a ome on 


Nethercut & Young 


Terento, Ontario A. 4 
1 not now foreseen. In short, this is, to my mind, 
2 an area in which discussion and mutual agreement 
3 between the banks and the Efe of Canada which has 
4 operated excellently up to the present, might well 
5 be continued in that fashion. 
6 8. Turning to matters beyond the area of 
7 techniques as such, I would suggest that such 
8 problems in'respect of the relationship of the Bank 
9 of Canada to the chartered banks as have arisen in 
10 the past have stemmed not from e lack of means of 
11 influence, formal or otherwise, but rather from a 
1¥) lack of understanding as to the direction in which, 
13 and the purposes for which, influences were being 
14 exerted. 
15 9. It is for this reason that I welcomed the 
16 return in June last, to a more conventional 
17 rediscount rate technique. The dual rate which 
18 has been introduced, i.e., a fixed "Bank Rate" 
19 applicable to advances obtained by the banks from 
20 the Bank of Canada, and the lower of the floating 
21 rate, as Beech determined, or Bank Rate 
a2 applicable to accommodation extended by the central 
23 bank to money market dealers is a workable 
24 procedure which has a great deal to commend it. 
25 10. But leaving techniques aside, the basic 
26 principle which has been re-affirmed and re-established 
27 is that the central bank does heave a responsibility 
) to signal from time to time, to the banking system, 
its views that a change 


=| and to the money market, 


ws in the direction of monetary policy is desirable. 
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wy: Regarding frequency of changes in Bank Rate, 
I should think that a middle ground will be desirable 
between very frequent alterations «n the one hand, 
and on the other, changes so infrequent that they 
reflect developments of only very major and critical 
importance. The danger in the latter case might be 
that changes, when they were made, would tend to be 
too large and too late and thus conducive to 
instability rather than to the processes of smooth 
adjustment. 

12. What I have said to this point perhaps 
Suggests a somewhat broader consideration. I think 
it could be argued pretty compellingly that here in 
Canada, especially in the post-war years, there has 
evolved a kind of "folklore" with respect to interest 
rates and monetary policy. The central theme of 

this folklore is that "easy money" with its attendant 
low interest rates is "a good thing" and that any 
departure from easy money is “a bad thing" for which 
somebody, somewhere, somehow, should be blamed. 


I deplore this "cops and robbers" 


approach in 
popular assessment of monetary policy. 


1d. I certainly do not need to inform this 
Commission that different situations require 
different monetary policies and that an "easy money 


policy" may be beneficial in some circumstances and 


positively harmful in others. But I do think that 


there is still room for a good deal of public 


education in respect of this fact, which while 


readily apparent to those closely concerned with 
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money policy, does not so readily leap to the eye of 
the layman. 

14. For example, I doubt if, in the past, 
sufficient stress has been Placed on the fact that 

in boom times adherence to an easy money program, 
Superficially popular though that program may be, 

can have thoroughly undesirable costs in terms of an 
inflationary spiral at home and an impairment of our 
competitive position in world markets. 

15% Or to take another example, arising out of 
very recent experience, maintenance of a fixed 
exchange rate clearly implies that, at times, monetary 
policy must give external considerations priority over 
purely domestic objectives. Indeed, in this respect 

I would go further and Suggest that even with a 
floating exchange rate it is not possible to operate 
monetary policy with a bland disregard of the position 
Of the balance of international payments. If the 
balance of payments is heavily adverse, and if at 

the same time we are for one reason or another 
experiencing capital outflow, corrective measures 

Will have to be undertaken. In such circumstances 
absence of responsibility to maintain an exchange rate 
may only mean that the necessary unpalatable 
adjustments of domestic monetary policy may be delayed, 
and that when they do take place, may be all the 
eater for having been deferred. 

16. There is, of course, room for argument 

about the timing and duration of any particular phase 


Of monetary policy. But under conditions wherein a 
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trend towards higher interest rates and attendant 
monetary restraint is clearly in the national interest, 
there is, I think, a responsibility on the part of all 
those who make official monetary policy to tell the 
Canadian public, frankly and fearlessly, why such a 
policy is desirable. 

ee So much for some admittedly broad but, 

I hope, not entirely irrelevant references to 

monetary policy as such. I turn now toa few 
observations regarding the Canacian chartered banks. 
Reve May I make a point at the outset that 

perhaps does not need to be made at all and that is 
that the interests of ve chartered banks are those 

of the Canadian community at large. High levels of 
business activity and employment are in the interests 
of the Canadian economy; that kind of a business 
background is very much in the interests of the banks. 
Any well-run business organization is anxious to 
preserve and extend its share of the market and to 
behave itself as a good citizen in ways which will 
command public approval. The banks have these same 
Objectives. Few, if any, Canadian business enterprises 
can determine the business environment in which they 
operate. The banks cannot determine theirs. They 

can do little, if anything, to create a demand for loanis 
when for one reason or another the demandis sluggish. 
Furthermore, the ability of the banking system, as 

a whole, to bring about any significant expansion 

in its assets and liabilities is at all times, and 


properly so, subject to the regulation of the central 
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bank. 

19. It is no secret that in recent years 

one of the fundamental problems facing the banks 

has been the matter of adjustment to the concurrent 
development of an increasingly broad and increasingly 
sophisticated money market. Along with this we have 
seen the rapid expansion of quasi-banking functions 
performed by other financial institutions now 
referred to in popular parlance as "near banks". 

As a result of this it is now possible, under | 
presently existing circumstances, for holders of 
large liquid balances to employ funds in the money 
market, or in "near banks" at higher rates of 
interest than the banks can pay. Conversely, it is 
possible for short-term borrowers of significant 
amounts to use the facilities of the money market 

at lower rates of interest than the banks can 

afford to.charge. 

20. To some extent this situation is the 
result of forces which may prove to be transitory. 
Business sone in Canada have for several years 
been less active than we wish. New capital expansion 
by industry has latterly been at a relatively low 
ebb. One of the consequences of this has been a 
high degree of corporate liguidity. A good many 
corporations have therefore had funds available for 
employment in the money market; but under more 
buoyant business conditions such funds would be 
employed by business concerns for the purposes of 


their own expansion programs rather than being lent 
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to someone else. I mention this only to suggest 
that under more active business dona Letons the 

money market may not prove to have the receptivity 
and depth which it has displayed in the past year 
or two. 

els In any event, a point which I think 
needs making is that the function of banking is 
basically different from surrounding money market 
activities. The money market is a completely 
impersonal mechanism. It provides no guarantee of 
continuity of accommodation or no tradition of 

long familiarity with a borrower's situation or 
problems. The borrowing customer of a bank expects, 
and rightly so, something more than money at a 

rate. He expects a continuity of service, an 
intimate knowledge of the ma oles and problems of 
his business on the part of his banker and he 
expects his bank to be there when "the going is 
rough ". Indeed, ironically enough, most of the 
borrowing that goes on in the "street market" 

can only take place by reason of the fact that 

the borrower has a line of credit with his bank 
sufficient to cover not only bank loans he may have 
outstanding at the time but also the amount of his 
commercial paper borrowings. In @ very real sense, 
therefore, the chartered banks stand as banks of 
rediscount for the commercial paper market. 
Incidentally, this might indeed create a problem 
for the banks and for monetary policy generally if, 


under conditions of monetary stringency, any 
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Substantial amount of the unknown figure of total 
credit extended in the commercial paper market were 
Suddenly to return to the banks. 

eee May I make another and closely related 
point. Borrowing customers of banks, together with 
users of the commercial paper market who depend on 
their banks as lenders of last resort, also depend... 
On the banks for the continuity of banking services, 
Surrounding and ancillary to lending operations, 
Which services the commercial paper market cannot 
possibly provide. In other words, I suggest that 
"bank money" is different from "market money"; 
"bank money" is accommodation plus reasonable 
continuity, plus services; "market money" is just 
money. Indeed, much the same can be said on the 
deposit side. The depositor who "works his money" 
through the various market media now Open to him, 
gets an interest rate and nothing else, but the 
banking services upon which he relies still have 

to be performed by the banks. 

2). I do not make these otservations in 

any spirit of complaint. The money market Ls a 
fact of life; it is performing a function; and 

the banks will have to live with it. Similarly, 
competition from the "near banks" for deposit 

funds and also in the lending field is equally 

a fact and one to which the banks will have to 
adjust. 


a4, Indeed, I might go further and suggest 


" 
that the relationship of the "near banks” to the 
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monetary system as a. whole raises some pretty 
fundamental questions. from the Btahapeind of monetary 
control in that influences exerted ky the central 
bank impinge avregtiy ipea the chartered banks and 
much less directly, if. at all, on the activities of 
the quasi-banking institutions. The implications 

of this have been explored in great detail in the 
Brief submitted by The Canadian Bankers' Association 
and I have nothing to add to the very important 
points which have been brought forward in these 
respects. 

ove Regarding the chartered banking system, 
however, I would een that ir my view a 
desirable and workable "sorting out" of banking and 
quasi-banking functions cannot take place unless the 
chartered banking system has a greater degree of 
flexibility than is now available to it within the 
present legislative framework of its operations. 

26; I suggest that one of the primary barriers 
to a more flexible banking system is the legal 
ceiling of a 6% rate on bank loans. The Brief 
submitted by The Canadian Bankers' Association has 
dealt with this matter cogently and at length. I 
would like to add my own view that, while the 

concept of a ceiling may have had some validity when 
the banks were to all intents and purposes the sole 
source of short-term credit, it is no validity today 
when banking ought to be conducted under conditions 
of much greater rate flexibility and must indeed 


be so conducted if the banks are properly to fulfil 
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their function. 
27.< I should like to make it clear with all 
the force at my command that I am not advocating 
the abandonment of the rate ceiling with the thought 
that "if only the ceiling were removed the banks 
could make a lot more money." The banks do have 
a sense of responsibility in this regard and even if thdt 
were not the case, competitive forces would be a most 
effective barrier to any misuse of rate flexibility. 
In my opinion, abandonment of the ceiling would 
accomplish Pour major and desirable objectives: 
First, it would permit the banks to assume 
a reasonable proportion of credit risks, 
some of them of longer than conventional 
term, which cannot be now uncertaken at the 
ceiling rate. 
Second, flexibility in the respect just 
mentioned would, I think, also be a potent 
force in reducing the level cf. rates in 
respect of a wide area of lerding now 
going on outside the banks. 
Third, greater flexibility or the side of 
rates charged would also permit greater 
flexibility in respect of rates paid by 
way of interest on deposits. 
Fourth, the flexibility so achieved would 
be a two-way matter permitting more rapid 
response to underlying monetery conditions, 
by way of reductions in lending rates 


as well as in increases. 
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BO. The question of rate is, however, 

only a part of this matter of increased flexibility. 
It is a curious anomaly of existing banking legis- 
lation that.whereas a bank may acquire, by way of 
an investment, a mortgage obligation of a corporation, 
it cannot take mortgage security in the ordinary 
course of its lending business. Similarly, the 
conditions under which a bank may ecquire chattel 
mortgage security are now so limited as to render 
this important form of security unavailable to 

the banks in respect of commercial lending. 

29. ihn brief, and without going into 
greater detail, I would hope that the next revision 
of the Bank Act will reflect a thorough house- 
cleaning of limitations on the banks’ lending 
powers with a view to broadening the area of 
usefulness of the banking system ir the present 

day economy. 

oe 6 My own pdoGnmenade elon would be that, 
among Seite changes that should be made, the banks 
should be permitted to take mortgage security as 

a matter of course, such permission to include 

the power to acquire first mortgages on residential 
property outside the aegis of the National Housing 
Act. 

ue I should perhaps make it clear that 

in recommending broader and more streamlined lending 
powers for the banks, I,do not visvalize that the 
nature of banking assets would be fundamentally 


altered thereby. At a time of intense competition 
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there is always the temptation to believe that 

all would be well if one could only do the business 

that other people are doing. Specifically, I have no 

Sympathy with the view sometimes put forward .that 

"the way for the banks to compete with the trust 

companies is:to get into the trust company business." 

Nor do I visualize if the banks are empowered, as 

in my opinion they should be, to acquire residential 

mortgages outside the confines of the National 

Housing Act, that the banks would or could supplant, 
to any major extent, other institutions for which 

such mortgage lending is a primary concern. 

2h It is, in my view, a false assumption 

that the banking system will always, and under 

all conditions, have sufficient resources at its 

disposal to do, ina big way, every kind of 

lending business that might conceivably be thought 

of as an addition to the banks' present powers. 

For one thing, the kind of over-all credit expansion 

that this might involve could be far beyond the 

limits which a properly conducted national monetary 

policy would indicate. In my opinion, the banks 

should have the widest possible area of flexibility 

in’ respect of their lending powers in order to 

look after special situations. But I would 

envisage that the banks would always have to observe 

some degree of priority in the manner in which 

their resources were deployed. In summary, it 

is my belief that the primary lending function 


of banking is to look after the shert-term 
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borrowing requirements of businesses and individuals. 
OS w Beyond that area there ere peripheral 
lending functions which I believe th: banks could 
usefully perform to the extent that national 
monetary policy is prepared to see the assets 

and liabilities of the banking system expand,. and, 
also to the extent that the resulting change in 

the nature of bank assets would be consistent with 
the nature of the deposit liabilities which the 
banks assume. In other words, no very useful 
purpose would be served by the banks, for example, 
doing mortgage business at the expense of commercial 
lending which needs to be done and should be done, 
and which, if not done by the banks, will be done 
elsewhere in the financial system. 

54); I think this is something that needs 
Saying because of the disposition cf the public 
Occasionally to overlook the fact that the sound- 
ness of Canadian banking instituticns, which is 
rather taken for granted, depends in the final 
analysis on an adequate degree of liquidity in 
banking assets. Bank Becor tie are to all intents 
and purposes demand obligations and banks must 
govern themselves accordingly. I am quite prepared 
to believe that, partly by reason cf tradition 

and partly by reason of legal limitations of the 
nature I have been discussing, Canadian banks may 
have in the past been a little prone to over- 


emphasize the liguidity feature. Fut to maintain, 


as I do, that the banks should have room to take 
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On a modest proportion of longer term less liguid 
obligations is a far ae Suggesting that 
fundamental concepts of liquidity are now of 

little value and of no account. 

abe I trust that these observations may 

be of interest to you as additional background 

to the more specific discussions which have already 
taken place. Should you wish to pvt any guestions 
arising out of my comments I shall be glad to answer 


them to the best of my ability. 
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lee I am most grateful to the Chairman and 
to the other distinguished members of the Royal 
Commission for this Opportunity to express my views. 
In presenting a separate Brief, I do not wish to give 
the impression that this is some kind of dissenting 
"minority report" in which I take issue with the 
Brief already presented to the Commission by the 
President of The Canadian Bankers! Association on 
behalf of all the banks. Instead my purpose is to 
emphasize and to elaborate on certain points already 
raised in the CBA Brief. 

GOALS, CONTROLS, AND COMPETITION 

ate The financial system of any country must 
be regarded as one of the means towards the attain- 
ment of certain broad social or national goals of 
policy. One of these is closely associated with the 
traditional definition of "the" economic problen: 
the goal of an optimum (or most efficient) allocation 
of the nation's resources of labour, capital, and 
enterprise. Emphasis on this goal leads to emphasis 
on the importance of the free market mechanism, and 
to the general principle that, where policy 
alternatives exist, the choice should go to the one 
which involves the least (public or private) 
interference with the free competitive market. More- 
Over, to the extent that we achieve this goal in the 
broad area of finance covered by this Commission, we 
Shall make. a contribution not only to the efficiency 
of our financial system but to the attainment of other 
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goals, more specifically identified with monetary 
policy, which enjoy so much current popularity. 
I refer of course to "full employment", "economic 
growth" and the other goals, usually expressed in 
aggregates or averages, which the CBA Brief quite 
properly lists among the important objectives or 
achievements of a properly functioning monetary 
system. 

Ee We should however distinguish between 
controls which, like monetary policy, are directed 
towards aggregates (such as the money supply) 
leaving competition and private decision-making free, 
and those which, like price ceilings or floors, are 
directed towards particular industries or sectors 
of the economy, inhibiting competition and private 
decision-making in the industries or sectors 
affected. As a general principle the latter type, 
i.e. specific controls and prohibitions, should be 
rejected in a predominantly free-market economy. 

Of course exceptions are inevitable: even monetary 
policy usually involves some specific interference; 
e.g., cash or liquidity reserve requirements may 
limit banks! freedom to allocate their assets to 

the best advantage. But more important still in this 
context, these specific requirements and prohibitions 
(even the apparently inevitable ones) interfere with 
and reduce the effectiveness of monetary policy. 

All who propose the extension or retention of such 
specific controls over the working of the financial 


system, or over other parts of the market economy, 
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Should be required to bear the burden of proof. 

4, Over the years, banks in all countries 
have become subject to extensive government 
regulation of the second variety; i.e., specific 
control over the nature and distribution of bank 
assets and liabilities. Some existing regulation 
originally ae to correct abuses in the early days 
of banking; other regulation seems to have derived 
from a general anxiety lest so important a sector 
of the economy might not always operate in the 
public interest. Presumably the public interest, 
which is seldom defined, includes in this case the 
welfare of depositors, shareholders and borrowers who 
are directly, though by no means exclusively, 
affected by the soundness and efficiency of the 
banking system. Moreover, the soundness and 
efficiency of the banking system is prerequisite 
to effective monetary policy and hence to the broader 
objectives which that policy is designed to achieve. 
In what follows I shall argue that the public 
interest in the sense defined is best served by 
Bete cat whareses possible a competition for 
regulation in the market for money and credit, and 
that this requires the removal of special advantages 
or handicaps that discriminate for or against any 
part of the financial system. 

DEFINITION OF A BANK 

a The removal of a multiplicity of specific 

controls over the nature and distribution of bank 


assets or liabilities may have an incidental advantage 
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1 in simplifying the problem of defining what is and 
2 what is not a bank, Definition assumes practical 
3 importance if we apply specific controls of this 
4 nature to what we choose to call "banks" but do not 
5 apply them to what we choose to call "non-banks", 
6 or if we exempt what we choose to call "banks" while 
# imposing certain specific controls on what we choose 
8 to call "non-banks", An inaccurate or inappropriate 
9 definition would then resuit in unfair discrimination 
10 (or at least discrimination not intended by the 
11 legislation) against one group or the other. If we 
12 free both groups from Specific regulation of this 
13 sort, the practical necessity for detailed definition 
14 is at least open to doubt, 
15 Ds Banks could then be "defineq" in terms 
16 of over-all monetary control: banks would be those 


17 institutions which, for the convenience and efficiency 
18 Or monetary policy, keep their clearing accounts in 


19 the form of balances with the Bank of Canada. 

20 1 The chartered banks form what we might 

21 call an "optimum clearing area" within the economy. 

22 Because of the high mobility of funds within the 

23 Group, the size and frequency of the flow of funds, 

24 and the general acceptability of credit instruments 

25 representing claims on banks, the ends of monetary 

26 policy are furthered by treating the banking group 

27 in a special way: that is, as a means through which 

28 | monetary policy reaches the economy as a whole. 

29| Other institutions accept deposits and make loans 
A and, where mobility of funds exists within a group 
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of these institutions, they may form a separate 
clearing ree. But ultimate settlement of claims for 
these clearing areas, as well as for unaffiliated 
institutions, is made through the chartered banks. 
Like the banking group, these non-bank clearing 
areas have a certain internal uniformity in cash 
needs, in their response to changes in cash, and 
in the size and frequency of fund flows within the 
group. However, because of the nature of their 
business, they differ in each of these respects from 
the banking group; and net flows in and out of the 
banking group are small relative to flows within the 
banking group. At the present time, therefore, the 
convenience and efficiency of monetary policy would 
in no way be furthered by including these institutions 
(or similar but unaffiliated institutions) in the 
banking group: which have clearing accounts with the 
Bank of Canada. 
THE ROLE OF MONETARY POLICY 

8. To suggest that we should move towards 
competition rather than regulation in financial 
markets is not to suggest that over-all monetary 
control be diminished, relaxed or eliminated. The 
use of open~market operations by the Bank of Canada 
to increase or decrease chartered-bank cash is 
compatible with full financial competition. The 
active part of this cash takes the form of 
chartered-bank deposits with the Bank of Canada 
and is in fact an economic variable of great 


Significance in the economy. It is the one variable 
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1 in the financial system that is affected neither 
2 by the profit motive nor by impersonal market forces; 
3 i.e., it is varied solely at the discretion of the 
4 Bank of Canada. By expanding or contracting this 
5 variable the Bank of Canada can, through a process 
6 familiar to the Commission, expand or contract 
7 chartered-bank deposit liabilities which in turn 
8 make up almost 90 per cent of the total money supply. 
9 9. In effect then Canada's money supply 
10 (defined as the total amount of chartered-bank 
11 deposits in Canadian currency plus Bank of Canada 
12 notes and Canadian coin in the hands of the public) 
13 is, except for purely temporary aberrations, 
14 completely responsive to Bank of Canada policy. 
15 However, the Bank does not, under present conditions, 
16 have effective control over what might be called 
17 "money-supply substitutes". These include deposits 
18 in various institutions such as Trust Companies, 
19 Caisses Populaires and Credit Unions, as well as a 
20 wide range of other claims issued by these and other 
1 financial institutions. This whole complex of 
22 institutions may be conveniently identified by the 
23 simple descriptive term "near-banks". 
24 10. The competitive aspect of these 
25 operations, as seen by the chartered banks, has alread 
%6 been fully covered in the main CBA Brief. I would 
27 like in what follows to emphasize the implications 
28 for the monetary authorities not only of the growth 
29 of the near-banks but of a number of interrelated 


30 rigidities and imperfections, all of which work 
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together to reduce the efficiency of monetary policy. 
MAKING MONETARY POLICY 
MORE EFFICIENT 

11% The efficiency of monetary policy will 
tend to decrease to the extent that money-supply ‘ 
substitutes provided by near-banks grow relative 
to the money supply proper. Such growth has in 
fact been artificially stimulated, and the efficiency 
of monetary policy correspondingly reduced, by 
certain special rigidities; and here I refer 
specifically to the 6 per cent ceiling on bank 
loan rates of interest and the incidence of statutory 
and regulatory reserve requirements. 

ae I do not wish to suggest that the growth 
of near-banks means that, chartered-bank deposits 
are in some sense being "drained away". Near-bank 
growth does not of itself reduce the absolute size 
of the banking system. Initially, an increase in 
near-bank deposits or other claims changes the 
composition but not the total amount of chartered 
bank deposits. Chartered-bank deposit liabilities 
to the general public fall; chartered-bank deposit 
liabilities to Trust Companies, Credit Unions or 
other near-banks rise by the same amount. When 
the near-banks use their new funds for loans and 
investments, chartered-bank deposits owned by the 
general public rise, chartered-bank deposits owned 
by the near-banks fall by the same amount. However, 
it must be clear that in this operation, even though 


chartered-bank deposits remain unchanged in the 
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aggregate, the assets held by near-banks, and the 
Claims issued by them to the public, have risen. 

In other words, even at this stage there has been 
a relative shrinkage of the banking system, and a 
relative increase in that part of the community's 
total liquidity represented by the money~supply 
substitutes provided by near-banks, 

ans The growth in near-bank assets and 
liabilities has exactly the same effect on the 
economy as a similar expansion of the banking system. 


However, if this is natural growth, one would expect 


that, in the normal competitive process, the chartered 
banks would show a similar rate of growth. If not, 
the chartered banks would have only themselves to 


blame. However, normal competitive conditions do 
eit te ve conditions di 


not prevail because certain OLDiciay regulations 
weigh more heavily on banks than on near-banks. 
For example, near-banks are subject to less strict, 
or non-existent, cash-reserve requirements which give 
them a cost advantage over the chartered banks in 
the market for borrowed funds - i.e. deposits. In 
addition, the near-banks are not required to limit 
their loan rates to 6 per cent as provided in 
Section 91 of the Bank Act. They may therefore 
handle higher-cost loans not available to the banks, 
This too is reflected in higher near-bank deposit 
rates which the banks under existing limitations 
are unable to match, 

Ts Over an extended period of time, the 


central bank will presumably allow a gradual increase 
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1 in the money supply consistent with the long-run 
2 growth of the economy, but the increase in the money 
3 supply allowed will be influenced by the rate of 
4 near-bank growth. Hence artificial stimulation and 
5 abnormal expansion of money-supply substitutes will 
6 result in a smaller increase in the money supply, 
7 and a@ smaller rate of growth of the banking sector 
8 than would otherwise be the case. This long-run 
9 shrinkage of the banking sector relative to the 
10 system as a whole must ultimately result in a 
11 decline in the efficiency of monetary policy in 
12 performing its primary function - that of smoothing 
13 out cyclical movements in the short-run. A smaller 
14 "control base" means greater intervention for a given 
15 degree of stabilization, reflecting a corresponding 
16 decline in the efficiency of monetary policy. 
17 Los In the short run too, near-banks gain 
18 an additional advantage when the Bank of Canada 
19 imposes "tight money" to combat a cyclical inflationary 
20 boom - or perhaps, with a fixed exchange rate, to 
21 prevent a loss of foreign-exchange reserves. At 
0) such a time, the banks are unable, under the present 
23 6 per cent ceiling, to use higher interest rates in 
24 any effective way to moderate the demand for bank 
25 loans. In the meantime, the near-banks, not so 
26 restricted, —_ raise interest rates to attract funds 
27 and pass on these higher costs in the form of higher 
28 loan rates of interest. In other words, under these 
29 conditions, the chartered banks with their total 


30 deposits restricted by monetary policy have to 
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restrict loans at a time when the near-banks can 
continue the process of loan and deposit expansion, 
As a result, monetary policy may have to become even 
more restrictive thereby further contracting the 
banking system - and so around again in a vicious 
circle. Under these conditions the growth of near- 
banks is ae at the expense of the chartered 
banks; i.e. chartered-bank deposits fall as near- 
bank liabilities rise. 

16. . What the banks lose under Ss restrictive 
monetary policy is not regained, or offset, in the 
recession phase of the cycle, when monetary policy 
is expansive. In the restrictive phase banks cannot 
follow the trend of rates upward; but in the 
expansive phase near-banks can follow rates downward. 
There is no need therefore for near-bank contraction 
relative to the banking sector in periods of easy 
money .+ in ae words, the effects of restrictive 
and expansive monetary policies are not symmetrical 
over the cycle: there is a ratchet at work. Under 
tight money, near-banks gain, in effect, at the 
expense of the banks; but under easy money near- 
banks need not lose, and may therefore begin the 
next period of tight money, and near-bank expansion, 
in the same relative position which they had attained 
during the preceding tight money period. 

27,5 Thus in both the short and the long run, 
monetary policy under the present limitations placed 
on banks tends to shrink the banking sector relative 


to the near-bank sector. In doing this monetary 
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policy becomes progressively less efficient: 

larger operations have to be undertaken to achieve 

a given effect on total liquidity in and outside the 

banking system. It might be argued that, in any case, 

the same effect is finally achieved. But the size 

of open-market operations required for a given effect 

is not a matter of indifference: there may be 

unpleasant side effects in the bond market. Bank 

of Canada open market operations, while necessary 

for effective monetary policy, should be reduced to 

a minimum. Greater intervention by the central 

bank made necessary by the declining efficiency of 

monetary policy threatens the independence and 

strength of our financial markets - enenene further 

reducing the efficiency of Bank of Canada operations. 
18), The 6 per cent ceiling also has a 

direct effect on the efficiency of monetary policy 

which I think is now widely recognized. When market 

rates of interest are high during periods of 

monetary restraint, the banks are unable to implement 

the stated or implied aims of the central bank by 

using the price mechanism, They can neither raise 

the price of bank credit to secure an efficient 

allocation of the scarce supply of this particular 

resource, nor can they increase the price of funds 

borrowed from the public thereby rewarding saving 

and penalizing spending during a period of inflation. 

This is a most important aspect of the allocation 

of financial resources. The absence of an effective 


price mechanism during periods of monetary restraint 
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i forces the banks to resort to the highly unpopular 
2| and necessarily arbitrary device of credit rationing. 
3 Thus the 6 per cent ceiling not only reduces the 
4 efficiency of monetary policy but ensures that any 
5) given effect achieved by monetary restraint will carry 
6 with it the additional burden to the economy of an 
i uneconomic allocation of the scarce Supply of credit 
8) available. 
9 19. There are two ways, equally effective 
10 in themselves, of removing the artificial advantages 
11| or handicaps that now distort institutional growth 
12! in the financial System. We can universalize the 
13} handicaps, notably strict reserve requirements and 
14 the 6 per cent ceiling, that now apply only to the 
15 banks. Or we can universalize the advantages by 
16 extending to the banks the same freedom of action 
17 now available to the near-banks; i.e. we can reduce, 
18 adjust or abolish legal reserve requirements and 
19 eliminate the 6 per cent ceiling on bank loan rates 
20 of interest. But, though equally effective in 
21 themselves, these alternatives are not equally 
a desirable. If we are to achieve an efficient 
5 allocation of our financial resources, our general 
24 principle applies, and we must choose the alternative 
25 | that minimizes interference with the market mechanism. 


26 | The right policy is not to impose handicaps on the 


near-banks; but to ensure the fullest degree of 
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RESERVES FOR NEAR-BANKS? 

20. However, if the financial system remains 
compartmentalized, if the banks are restricted to 
specific areas of finance, and especially if the 
6 per cent restriction on bank lending rates remains 
on the statute books, then it may be necessary to 
resort to some universal system of reserve require- 
ments in order to make monetary control effective. 
Under these conditions, ordinary market forces will 
be unable to operate fully to restrain the activities 
of all lenders. When market restraints are not 
permitted to operate, there is no alternative to 
direct controls, 

aie Near-bank reserves are normally unaffected 
by open-market operations; and this would still be 
the case even if they took the form of clearing 
accounts with the Bank of Canada. It is the clientele 
of a near-bank, not the location of its clearing 
account, that determines its sensitivity to open- 
market operations. Therefore, to make the near- 
banks responsive to monetary policy through reserves, 
these reserves whatever their form would have to be 
varied upward or downward by means of variable 
requirements. I doubt that it would be wise to rely 
So heavily upon such a specific and direct control 
as variable reserve requirements in order to impose 
over-all monetary policy. Variable reserve 
requirements are in direct contradiction to our 
principle that specific controls involving direct 


interference with private decision-making should, 
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1 where possible, be rejected or minimized in a market 
2| economy. 

3 22% Therefore, as I have already indicated 
4 (paragraph 19) I hope that it will be possible to 

5 | move in the other direction. I believe that the best 
6] form of monetary control works through the market. 

7! We have achieved this to a large extent in Canada: 

8 the principal control measures of the central bank 

9 over bank cash are the Bank of Canada's open-market 
10 operations; and it is through these market operations 
11| that the Bank of Canada determines the size of the 

* banking system. I would like to see the area of 

13 market control extended. I believe it can be 

14 extended, and the efficiency of monetary policy greatl 
15 increased, if we are willing to make two important 

16 changes in the competitive environment. The first 

17 change involves the reserve requirements of the 

18. chartered banks, The second, the present 6 per cent. 
19) ceiling on chartered bank loan rates of interest. 

20 | I shall deal with them in turn. 

21 RESERVES FOR CHARTERED BANKS? 

4 nrg we The term "reserve" implies a source of 
28 bank liquidity and hence of safety for bank 

2 depositors. In fact, however, the higher the 

q required cash, or other liquidity reserves, the less 
06 liquid the banking system becomes: i.e. the more 
4 of its resources are frozen in forms which cannot be 
4 availed of without breaking the law. The purpose 

01 of reserve requirements in Canada today is not the 


30 || safety of depositors, which is nowhere seriously 
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questioned, but control over the money supply. The 
term "reserve" has become a misnomer which, in the 
interest of clarity in discussion,might well be 
replaced by a neutral term such as "cash ratio", 

or "liquidity ratio" to indicate the proportion of 
their deposit liabilities which banks are required 
by law, regulation, or custom to offset with cash 

or low-yield assets. 

24, Effective control of the money supply 
through open-market operations does not require any 
legal reserve whatsoever. Banks must maintain cash 
in the form of deposits with the Bank of Canada to 
meet their clearings, ae the Bank of Canada, by 
increasing or decreasing the banking system's working 
balances of cash through open-market operations, can 
control the total volume of chartered-bank deposits. 
A légal requirement of cash or other liquidity ratios 
above what the banks would voluntarily hold actually 
reduces the efficiency of monetary policy in two ways: 
first, it increases the amount of intervention 
required to bring about a given change in chartered- 
bank deposits; and, second (as pointed out in 
paragraph 14), it results in a long-run shrinkage of 
the banking system relative to near-banks, and hence 
in a reduction of that part of total liquidity under 
direct central-bank control. I would recommend 
therefore that the Commission consider either no 
legal cash or other liquidity ratios, or a nominal 


cash ratio only, which would not unduly penalize 


the banks. This would be in contrast to the present 
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legal requirement of an 8 per cent cash ratio and a 
voluntary 7 per cent secondary ratio... Since,-as-I 
have suggested, neither of these is necessary to 
effective monetary control, the amount of the primary 
Teserve over and above the cash required for clearing 
purposes is a forced indirect interest-free loan to 
the Government and the secondary ratio is a forced 
allocation of a portion of the banks! assets into 
specific investments. All of this is contrary to 
my main thesis that the best policy is the one 
which involves the minimum of controls and interference 

25. Balanced growth of the financial system 
over the long run becomes possible if we have a 
reasonable degree of equality between banks and near- 
banks in required or voluntary cash ratios. But 
there is still the problem of equalizing the impact 
of monetary policy in the short-run; and this,cdnsthe 
absence of special controls on near-banks (which I 
do not recommend), becomes largely a problem of 
flexible interest rates. 

26. I have already pointed out that open- 
market operations normally do not directly affect 
other financial institutions. Nevertheless, these 
institutions do depend on getting cash in other 
markets - the markets for savings - in which relative 
interest rates play an important part in determining 
how a given total of savings is allocated among 
various financial institutions. Interest rates 
throughout the money market should therefore be 


Sufficiently flexible to extend the indirect effect 
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1 of open-market operations to include the near-banks. 
2 But this extension of monetary control to the near- 
3 banks through flexible interest rates depends on 


giving the banking system freedom to compete, especiall 
freedom to alter interest rates as market conditions 
dictate. In other words, it requires a removal of 


the present 6 per cent ceiling on bank loan rates of 


interest. With such freedom, a restriction of bank 
cash would be followed by a rise in bank deposit and 
lending rates. Near-banks would then be unable to 
raise their borrowing rates in such a way as to 
widen any spread between chartered-bank rates and 
near-bank rates. The near-banks would be unable 
therefore to gain cash for expansion at a time 
when banks were being restrained. As a result, the 
impact of any future credit squeeze would be spread 
over all financial intermediaries. The impact of 
monetary policy would no longer be confined, as it 
is today, to the chartered banks alone. This 
would increase the efficiency of monetary policy 
by reducing the amount of central bank intervention 
necessary to attain a given policy objective. 

STs I sincerely hope that the Commission 
will find my comments helpful in their deliberations 
in a range of inquiry which is of the greatest 


importance to the future of our country. 
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A. 1 


1 The briefs submitted to the Royal Commission 


2 by the Canadian Bankers' Association and by many other 


3 groups and individuals have drawn attention to a 

4 variety of important problems concerning the financing 
5 of economic activity in Canada. It is the purpose of 
6 the first part of this submission to focus attention 

7 more directly on certain issues which affect ina 

8 fundamental way the future of the chartered banks in 

9 Canada. These issues also affect the economic and 


10 financial interests of the Canadian public, whether as 


11 suppliers of savings to financial institutions or as 


12 borrowers from such institutions. The point of view 
13 adopted here is that the true interests of all a ee 


14 both the public and the various financial institutions, 


15 will best be served by developing the freest possible 
16 play of competitive market forces. Such competition 
17 will compel all those performing financial services of 


18 any type to maintain flexibility and adaptability in 


19 their operations in order to meet the growing and 

20 changing requirements of all segments of the Canadian 
21 community. Such competition will also tend towards 

22 the lowest economically feasible charges for financial 

4.23 services consistent with the basic elements of cost 

24 and risk involved and the highest average return to 

25 those who provide the savings which are fundamental 

26 to our economic and financial system. 

27 The second part of this submission relates to 
28 the broadening of certain provisions of the Bank Act 
29 governing the issue of new shares of capital stock and 
0 to some considerations affecting the investment by the 


- Pensions Funds’ of -the-banks im shares of Canadian 
. chartered banks. 
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PART ONE 

At the present time we have in Canada a 
considerable variety of financial institutions. In 
addition to the eight chartered banks, there are 
trust companies, instalment finance and small loan 
companies, mortgage loan companies, credit unions, 
Quebec ganenne Banks, government savings institutions, 
life insurance companies, and the short-term money 
market. In this context, one should also refer to 
Government of Canada Savings Bonds since they are an 
important savings instrument directly involved in the 
competition for the community's Savings, particularly 
when acquired under various instalment plans. 

Each of these institutions has a role to 
play in the economic life of the nation, and each has 
developed, broadly speaking, in response to some need 
or opportunity which had not been adequately met by 
existing institutions. To some extent these various 
institutions have specialized roles to PLAY, DUG (to 
a growing extent they overlap and compete with one 
another, This is especially true on the deposit or 
borrowing diaé of their operations where they are all 
in competition for the community's savings. It is 
also true to a growing degree with respect to the 
lending or investment side of their operations, that 
is with respect to the way in which they employ the 
funds which they obtain. In one way or another, all 
provide financing to individuals, business, or to 
government. It would appear, therefore, that all of 


these financial institutions are engaged in broadly 
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the same category of business, that is, serving as 
financial intermediaries between those who have funds 

to lend or invest, on the one hand, and, on the other, 
those who have requirements for funds for personal, 
business, or governmental reasons. If this is the 

case, it would seem that the general terms or conditions 
upon which they are permitted to do business should be 
essentially the same and that the limitations imposed 

on banks which restrict them from offering all types 

of service of a banking or fiduciary nature should be 
removed. This would be desirable to ensure that full 
benefit could be obtained from the forces of competition. 
In such circumstances, those institutions which meet 
their customers! needs most efficiently and most 
economically would flourish, while the less efficient 
and less adaptable would face problems. 

In practice, however, the Canadian chartered 
banks work under certain restrictions and limitations 
which do not apply to the other institutions. The 
chartered banks, alone among financial institutions, 
are listed as banks in the Canadian Bank Act and they 
are controlled in all their operations by the terms of 
that Act, which sets out in considerable detail what 
they may or may not do. 

Section 91 of the Bank Act imposes a maximum 
of six per cent on the rate of interest which may be 
charged for bank loans. Section 75 prohibits the banks 
from lending money or making advances on the security 
of real immovable property. This prohibition has 


been modified to the extent that the banks may take 
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mortgage security under certain government -guaranteed 
lending schemes such as the National Housing Act and 
the Farm Improvement Loans Act. They may also take 
chattel mortgages in connection with loans to 
yindividuais. However, they are still completely 
excluded from the whole area of conventional mortgage 
lending, whether for private or business purposes. 
Under Section 71 of the Bank Act, the banks are also 
required to maintain a cash reserve in the form of the 
Bank of Canada notes held by each bank and deposits with 
the Bank of Canada, such reserves to be not less than 
eight per cent of the Canadian deposit liabilities of 
each bank. Under the Bank of Canada Act, the Bank of 
Canada is empowered to increase this reserve require- 
ment by stages up to 12 per cent of Canadian deposit 
liabilities. In addition to this eight per cent cash 
reserve and in the light of the power of the Bank of 
Canada to increase the reserve requirement to 12 per 
cent, the banks have further agreed with the Bank of 
Canada to maintain day-to-day loans to the money 
market and treasury bills in such amounts that the total 
of cash, day-to-day loans, hee she bills shall be 
not less than 15 per cent of Canadian deposit 
liabilities. 

These requirements as noted apply only to 
the eight chartered banks listed as banks in the Bank 
Act. Under the British North America Act the Parliament 
of Canada has exclusive power to legislate in respect 


of inter alia 


(a) the regulation of trade and commerce; 
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(b) oo eRe and coinage; 

(c) banking, incorporation of banks, and the 
issue of paper money; 

(da) savings banks; 

(e) bills of exchange and promissory notes; 

(f) interest; 

(g) legal tender. 

While there is some federal legislation 
affecting other institutions besides the banks, for 
example, the Trust Companies Act, the Parliament of 
Canada has not exercised its authority to legislate 
detailed regulations and restrictions governing these 
other institutions to anything like the same extent 
as it has in the case of the banks. When the British 
North America Act was adopted in 1867 the great bulk 
of the financial transactions involving dealings in 
credit of all kinds, the obtaining of deposits from 
the public, the provision of chequing facilities on 
Reopen ibe, and the making of loans and investments 
on the basis of such deposits, took place within the 
banking system as it then existed, that is within the 
chartered banks. At the present time, although a 
host of other financial institutions have developed 
which carry on business which is essentially of a 
banking nature, the authority vested in the federal 
authorities to control these matters has continued 
to be applied almost exclusively to the banks. This 
means, in effect, that functions performed under 
federal jurisdiction in 1867 have now in practice 


escaped from federal jurisdiction solely because they 
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are now performed ‘by institutions which were unknown 


or relatively small in size at that time. 


AS a consequence of this situation, financial 
institutions other than banks have been permitted 
substantial advantages in seeking both to obtain the 
community's savings in the form of deposits or loans 
of one kind or another, and, on the other side of 
their operations, in their efforts to serve asa 
source of financing for borrowers of all types. With 
respect to the earning power of these other institutions 
it should be noted that insurance companies, trust 
companies, and other mortgage institutions are able 
to invest a substantial portion of their assets in 
conventional mortgages at rates in the vicinity of 
seven per cent and sometimes higher. Small loan 
companies and licensed money lenders are permitted, 
under the Small Loans Act, to make charges ranging 
up to one and two per cent per month on loans up to 
$1,500, and there is no limitation on the rates 
charged for loans in excess of $1,500. The Caisses 
Populaires in the Province of Quebec charge rates 
ranging up to nine per cent, usually including the 
cost of insurance, on loans to individuals, and they 
are also completely free to invest in mortgages of all 
kinds. Most credit unions outside the Province of 


Quebec charge one per cent per month on the unpaid 


balance of a loan. The assets of instalment finance 


companies are invested mainly in loan contracts at 


interest rates which may vary considerably but over whic’ 
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there is no legislative control, Turning to two 
government-established financial agencies, the Central 
Mortgage and Housing Corporation rates on mortgages 
is now 63 per cent, and it has been higher, and the 
current rate charged by the Industrial Development 
Bank is 63 per cent on loans which, it should be 
noted, are secured by mortgages. The rate of the 
Industrial Development Bank, an institution subsidized 
by the taxpayers in that the capital and Surplus are 
provided by the government through the Bank of Canada 
without any Charge for dividends or other returns, 
has been as high as seven per cent for considerable 
periods of time, and the Act Setting up this 
government bank specifies no maximum interest rate, 
The important point to note in connection with these 
examples is not so much that rates above six per 

cent per annum can be charged, for there is nothing 
special or remarkable about the rate of six per cent. 
Of prime significance is the fact that, unlike the 
banks, these institutions have Plexibiiitwetonges 
their rates in accordance with market forces. If 

the "going rate" for a particular kind of business 
moves above six per cent per annun, they are not 
arbitrarily excluded. 

It should be noted that the elimination of 
the ceiling on the lending rate charged by banks 
would not mean that the range of interest rates 
Charged for various kinds of accommodation would be 
higher. In fact, it would almost certainly mean that 


a good many of the rates charged for various kinds of 
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Torente, Ontario 
transactions would be lower because it would become 
possible for the chartered banks to compete in new 
areas which are now effectively shielded from the 
force of competition from the banks. One example to 
illustrate this was the entry, a good many years ago, 
of The Canadian Bank of Commerce into the field of 
Small personal loans to individuals repaid on a 
fixed and regular instalment basis. This program has 
made it poe bie for this bank to extend loans of 
modest size, for personal purposes, to individuals, 
many of whom because of lack of security or other 
risk factors would have had Ciitwlenilty in obtaining 
ordinary bank loans and would have been forced to 
seek alternative sources of financing where the 
rates, on an annual basis, might have been anywhere 
from 12 per cent to 24 per cent, or even higher, 
The personal loan plan of The Canadian Bank of 
Commerce was set out in considerable detail before 
the Standing Committee of the House of Commons on 
Banking and Commerce at its meetings in 1954 preceding 
the last revision of the Bank Act. While it was made 
quite clear on that occasion that the effective 
average annual yield on such loans, on the basis of 
discounting them at six per cent, was, up to that 
time, 10.46 per cent, there was little inclination 
on the part of any of those then concerned with 
reviewing these matters to argue that the public 
interest would be better served if these borrowers 
were forced to seek accommodation at much higher 


rates from alternative sources. The initiation of 
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this service by one bank also led to the creation of 
Similar services by others. This is of course only 
an example and it deals with a relatively small 
proportion of a bank's total business. The point at 
issue is net the legal maximum ceiling on bank loans, 
if it ever had any valid justification, related to a 
much earlier period in our history when banks were 
PartGalty the only financial institutions in the 
country. Any realistic assessment of the present 
Situation must lead to the conclusion that the 
considerable network of competing financial 
institutions’ is now well established and is here to 
Stay. Interest rates on all classes of transactions 
should be set in the market by the free play of 
competition among all the various types of 
financial institutions. The ceiling on the interest 
rate which can be charged by one of the competing 
types of institutions is a relic of the past which 
does not safeguard any public interest, but, in fact, 
serves to reduce the amount of competition which 
non-bank institutions have to meet, and therefore 
tends to keep some rates higher than they would 
Otherwise be. This seriously restrains the 
chartered banks in adapting their operations in 
a flexible and competitive way to meet the changing 
Opportunities and growing challenges of a complex 
society. 

The continuing restriction under Section 75 
on the right of the banks to take mortgage security 


has an effect on their operations similar in many ways 
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to the six per cent restriction. The traditional 
justification for the prohibition of mortgage lending 
on the part of the banks has been the emphasis on 

the banks' need for liquidity. The banks must at 

ali times be prepared to meet their deposit liabilities 
on demand, and they must therefore have appropriately 
balanced asset holdings which ensure the necessary 
liquidity. This question was canvassed at the time 
of the 1954 revision of the Bank Act when the Act 

was amended in order to permit the chartered banks 

to give effect to the intentions of the National 
Housing Act of 1954, which listed the chartered banks 
as one of the approved lenders under the Federal 
Government's housing program. On that occasion the 
Governor of the Bank of Canada, Mr. Graham Towers, 
indicated clearly that in his view the investment 

in mortgages of a "moderate percentage of savings 
deposits" would not impair the liquidity of the 
banks.* In reply to a question as to whether he 
thought the prohibition of direct bank lending on 
mortgage security should be lifed, Mr. Towers 
replied, "Yes, and I have felt that way for many 


years, ""** 


* The 1954 Proceedings of the Banking and Commerce 
Committee (regarding Bill 102 to revise the 


National Housing Act), page 254. 


** The 1954 Proceedings of the Banking and Commerce 
Committee (regarding Bill 102 to revise the 


National Housing Act), page 209. 
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it is also of interest that mr. Towers indicated at 
the same time that in his Opinion the holdings of 
residential cL eaee mortgages had not been an 
important element in the difficulties experienced by 
many United States banks in the early 1930's, and 
suggested that, in fact, the loss ratio on such 
assets had been extremely low. 

To summarize the results of mortgage lending 


operations by the chartered banks under the National 


_ Housing Act from the revision in the Bank Act in 


1954 to the end of 1959, mortgages approved by all 
sources totalled $3,690 million, of which about 
$1,292 million were assumed by the chartered banks. 
In addition, substantial portfolios representing 
mortgages were held and administered for others. 
These figures attest to the positive attitude taken 
by the banks towards National Housing Act mortgage 
lending with the result that very substantial amounts 


of private funds were made available to this industry 


at a time when such financing was badly needed. 


However, the 1954 amendment to the Bank Act to make 
it possible for the banks to take on National Housing 
Act mortgages, as an exception to the general and 
continuing prohibition on mortgage lending, did not 
take into account the other main rigidity in the 
Bank Act, the six per cent ceiling. In December 

1959 the going rate for mortgage lending under the 
National Housing Act was raised by the Government 

to 6 3/4 per cent per annum, and although the banks 


had previously suspended such lending temporarily 
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because of insufficient resources at the time, the 
consequence of the rate change has been that the banks 
have since been effectively eliminated from the field. 

This relatively short period of active 
involvement in mortgage lending did, however, 
illustrate that the chartered banks could engage in 
this business in a substantial way without impairment 
of their liquidity and it also served to give the 
banks a good deal of operating experience in this 
area. Over the years some banks have also acquired 
a considerable experience in the field of conventional 
mortgage lending through the investment of a portion 
of their employee pension funds in good quality 
conventional mortgage loans. 

if the banks were free to charge the going 
rate for mortgage loans and to acquire mortgages, 
whether National Housing Act or conventional (that is, 
if the prohibition in Section 75 was eliminated 
completely), it seems clear that their experience 
in this field indicates that they are well qualified 
to provide their customers with a full range of 
mortgage loan services without impairment of their 
ability to continue to participate fully in other 
lending and investing activities as well. There are 
many reasons why it would be desirable in the public 
interest to enable the banks to compete freely in the 
whole area of mortgage lending. Under existing 
conditions the mortgage lending field is largely 
shielded from any competition from the banks, and 


it would seem only reasonable to expect that the 
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1 ability of the banks to enter into this field would 
2 have the effect on mortgage ‘lending rates which might 
3 normally be anticipated from increased competition 
4 and an increased supply of available funds. 
5 It has also been emphasized during some 
6 of the hearings of the Royal Commission that there 
7 tend to be gaps in the availability of mortgage 
8 financing under present circumstances. One such gap 
9 relates to term loans of various kinds to small 
10 businesses where ability to take mortgage security 
11 would tend to make bank financing more feasible. 
12 Another example of such a gap is with respect to 
13 resale financing of older homes. This is an important 
14 area where financing under the National Housing Act 
15 is*not avatiable, but where some degree of participatio 
16 by the chartered banks would be both feasible and 
17 desirable .if the present restrictions was removed. 
18 A large volume of total home purchases must 
19 necessarily be financed by conventional mortgages. 
20 A participation by the banks even of a modest 
21 proportion of savings deposits in this field would 
22 provide a valuable service to the public. 
23 It is interesting to note in passing that 
24 in the United States national banks at one time were 
25 also prohibited from lending on real estate, with the 
26 consequence enHt trust companies, state banks, and 
27 | Savings and loan associations of various kinds 
28| developed very rapidly, taking advantage of the 
29| preferred position in which they found themselves as 
| the result of this restriction on the national banks. 
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Commencing in 1913, however, the restriction on 
mortgage lending by national banks was gradually 
lifted. At the present time, the national banks in 
the United States may hold real estate loans amounting 
to 60 per cent of their time and savings deposits. 

It must be emphasized, of course, that savings 
deposits see 8 much smaller percentage of the total 
deposits of United States banks than is the case 

in Canada. At the present time in Canada some 60 
per cent of total Canadian dollar deposits of the 
chartered banks are in the form of personal savings 
accounts or other notice deposits. Comparable 

"time deposits" for all United States commercial 
banks are currently equal to about one-third of 
total deposits. Assuming freedom to do so, the 
extent of its investment inmortgage assets of all 
kinds by a particular bank would be a matter of 
judgment by its management, but it would be unlikely, 
at least in the early years of such a development, 
that the assets so invested would exceed 20 per cent, 
or at most 30 per cent, of the bank's savings deposits. 
Here again it should be reiterated that the other 
institutions in this field are well established and 
well able to meet competition from any source. 
Nothing that has been suggested here would tend to 
eliminate them from the field or to reduce their 
competitive effectiveness. It is only suggested 

that the banks with their widespread network of 
branches, located in all areas of the country and 


not concentrated only in the larger centres, should 
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Torente, Ontario 
be in a position to offer mortgage loans, in addition 
to other forms of financial accommodation, to the 
Canadian public. 

This conclusion derives also from the 
traditional nature of Canadian banking. Canadian 
banks are both savings banks and commercial banks. 
The total of personal savings deposits in Seed 
banks at the present time is in excess of $8 billion, 
and in addition there are approximately $900 million 
in other notice deposits. In most countries, such 
Savings deposits normally provide the foundation for 
housing loans and other longer-term investments. 

It is scarcely logical now in view of the growth 

of the financial system that Canada should be perhaps 
the only country where chartered banks face these 
restrictions on mortgage lending when Canadian bank 
deposits include such a remarkably high proportion 
of savings déposits. While it is neither necessary 
nor desirable for the effectiveness of this proposed 
measure to envisage any rigid separation of savings 
deposits from other deposits in looking at a bank's 
over-all operation, it remains true that savings 
deposits in the aggregate are a relatively stable 
and long-term element on a bank's books and it is 
therefore reasonable and appropriate that at least 

a proportion of these savings deposits should be 
invested in relatively longer-term instruments, 


particularly in conventional and other mortgages. 
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Since the average yield on such investments is some- 
what higher than that which can now Pac eaitee on the 
bulk of a bank's assets, the first consequence of 
such a move would be greater ability on the part of 
the banks to pay higher interest rates to the public 
on savings deposits. If the banks are to continue 

to offer effective competition to other institutions 
in the financial fieid, it is essential that they 

be in a position to earn higher rates on a proportion 
of their assets invested in this way so that they may 
pay competitive returns on savings deposits. 

When one looks at the relative rates of 
growth of chartered banks and competing financial 
institutions, it is clear that, for the reasons 
already set out, the chartered banks are not progress- 
ing as rapidly as the other institutions because of 
the restrictions imposed by the Bank Act on their 
ability to compete. The tables included on pages 
187 and 188 of the brief of The Canadian Bankers! 
Association show the steady decline in the postwar 
years of the share of the community's funds 
available for savings or investment which have gone 
into the chartered banks compared with the share 
going into other financial intermediaries. From 
1955 to 1960, the Canadian dollar deposits of 
Chartered banks increased by slightly over 19 per 
cent. By contrast, in the same period, the shares 
and deposits of credit unions increased by 98 per 
cent, the deposits and certificates of 17 trust 


companies increased by 90 per cent, the deposits 
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and debentures of seven mortgage companies increased 
by 60 per cent, and the notes and debentures of - 
finance companies increased by 89 per cent, 

The total savings in 1947 deposited with 
credit unions, trust companies and mortgage companies 
amounted to $625 million, and these had grown by 
1960 to $3,025 million. The comparable increase of 
chartered bank notice deposits was from $3,740 
million to $7,791 million. During the same period, 
Savings in credit unions as a percentage of the total 
amount of savings held by credit unions, trust 
companies, Bet rare loan companies and chartered 
banks, increased from 4.7 per cent to 11 per cent. 
The comparable increase for trust companies in the 
Same period was from 5.3 per cent of the total to 
10.1 per cent of the total, and for mortgage loan 
companies from 4.3 per cent to 6.8 per cent of the 
total. These three types of institutions together 
in 1947 held 14.3 per cent of the total savings 
deposits held by themselves and the chartered banks. 
By 1960 their share of this total had grown to 27.9 
per cent. During this same period, the share of 
notice deposits in chartered banks, as a proportion 
of the total of chartered bank notice deposits plus 
Savings in credit unions, trust companies, and 
mortgage loan companies had declined from 85.7 per 
cent to {ae per cent. 

There are obvious difficulties in the way 
of any attempt to project these trends into the 


future, using the rates of growth of, for example, 


a 


r= Be. 7 
’ > ; : =< = 7 
Kednetsnl sakweeney sage 
“Se ae tads sod ‘one ae loW 


| i7rfatigoo Sutgriom One 
<u ree ia read od: . 

; hee 
sstént of Igtaer aff} soLl[ itn 30 (286 i 
| , $4 . iiinogelh getton Mned- bes 


: = 
bi be en pf ar ree @- ae Te or mobs £ 


5 / ive Sled wont yee %0; ae 


~S 
mol sues toa eke aioe 


t) 


taneo Tog /.4- ROT Heeserons | 2b init 
i 
SReortar: ofdseteqmon’ 


c.2 aot? aaw tolteq 


‘god oft Yo dreeo "req tec 
The 


* 


Hitec, ge oe -6,° of ¢aso Sey eh Mott? - sekase 


i} : 
Gatteltaie ett baa govigenal? yd biel abies. 
asi (aloe otis Ye etarda stedd) Odell & 


,. Avy 
Ol Ptot-ire E | .aNaec Deriegétarto af sd laored sore 
a 


wtuyies 74° "a7 Gage e245 anitutl..gneo. 


Jit #olpetst) aotdor vast becetwarie Yo Letod adds 
art ANE 16 MARROW SREP \RMebAS 2ibeto nt eae 
1.4.25 mor? Beerionbk Sat eelibacse aol. 


| ae 10g ft, = 
cow Gtr at abe edS Tb enitite'ys 


wrench 


Nethercut &é Young 


Torente, Ontario AeA 
1 the last five years or so, and the figures which result 
2 can be taken only as illustrations of the general 
3 nature of developments if present trends and 
4 existing limitations on the powers of the chartered 
5 banks to do business continue. However, using the 


6 rates of growth for the period 1955 to 1960, 
7 a projection of total deposits and similar obligations 
8 of chartered banks, trust companies and credit unions 
9 would be as follows: 

4b5 


io} «= «1960. fag56”970s—sd975. 1980 += 1985 ~=_ 1990 
\—-" (millions of dollars) 


me Jel Bee io 10,297 21,773 25,910 +.30.833 36,691 
12 Chartered Banks 


13| 1,195 2,366 4,685 9,276 18,366 36,365 72,003 
Credit Unions 


4 1,091 exetoue, 35939 (7° 7,484 34,220 87,0188 Siean 
15 Trust Companies 

16 In absolute terms, the chartered banks! 

17 share of the Savings deposit business is still large, 
18 but the significant point is that the rate of growth 

19 of other institutions in the field is substantially 

20 greater than that of the chartered banks, and the 

1 share of the community's total money deposits going 

22 into the chartered banks is declining steadily on a 

23 long-term basis. A fundamental reason for this trend 
24 is the ability of the competing institutions to pay 

25 more attractive rates on savings deposits. A 

26 complementary reason, no doubt, is that other financial 
27 institutions benefit to some extent from the reputation 
28 | of safety and security built up over the years by 

29 the chartered banks. The feeling that savings can 


be entrusted with canmplete confidence to the banks has 
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1 undoubtedly influenced in a favourable way the public's 
2 attitude towards placing their savings with other 

2 institutions. Thus they benefit to a considerable 

4 extent from a climate of public opinion which has been 
5 built up over the decades by the record of the Canadian 
6 chartered banks, 

7 These developments have clear implications 

8 for the nation's monetary policy. If the growth 

9 in other depositories who offer banking services, 

10 relative to the growth of chartered banks, should 

11 show the same trend in the years to come as over the 


12 past five years the size of the deposit and banking 


13 institutions outside the influence of the central 

14 bank eventually will become greater than those within 
15 it. Based on the trends of recent years this is 

16 likely to take place if existing limitations imposed 
17 on the chartered banks continue and it would follow 
18 that rigidities in the market would impair the free 
19 working of the monetary system. Under these 

20 circumstances the influence exercised by the central 
21 bank in its monetary policy would gradually diminish. 
22 The Bank of Canada's obligation, in the very 
23 general terms of the preamble of the Bank of Canada 


24 Act, is - 


25 ", . . to regulate credit and currency 
26 in the best interests of the economic 
27 life of the nation, to control and 

28 protect the external value of the 

29 national monetary unit and to mitigate 


30 by its influence fluctuations in the 
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1 general level of production, trade, 
2 prices and employment, so far as may 
3 be possible within the scope of 
4 monetary action, and generally to 
5 promote the economic and financial 
6 welfare of the Dominion," 
7 Im practice, the Bank of Canada's only direct control 
8 over credit conditions in the country as a whole 
9 is its control over the cash reserves of the chartered 
10 banks. By virtue of its power to buy and sell 
11 Government of Canada securities as well as a number 
12 of other market instruments, the Bank of Canada, by 
13 its market operations, ean add to or subtract from 
14 the cash reserves of the chartered banking system 
15 as a whole. The operation of the reserve requirements 
16 outlined above means that total chartered bank deposits 
17 and consequently total chartered bank assets, can be 
18 controlled in size by these Bank of Canada operations. 
19 in the words of the brief submitted by the Bank of 
20 Canada to the Royal Commission on Banking and Finance; 
21 "The central bank operates only at the 
22 centre of the financial system -- the 
23 Government securities market and the 
24 cash reserves of the chartered banks -- 
25 and it relies on the impersonal 
26 functioning of financial markets to 
27 transmit the effects of its policies 
28 through the rest of the economy."* 


| * Submission by the Bank of Canada to the Royal 


Commission on Banking and Finance, page 21, para. 61 
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At another point in its brief, the Bank of Canada 
asserts that: 
"A central bank can exert a pervasive 
effect on credit conditions even though 
the direct effects of its operations are 
confined to the cash reserve position 
of the commercial banks and to the market 


for short-term Government securities, "** 


*% Ibid: page 28, para. 18. 


The fact that the chartered banks are the 
sole means through which monetary policy is trans- 
mitted has various consequences. At a time when 
chartered bank operations constituted an overwhelm- 
ingly large proportion of total financial activity 
in the ayes this may have been justifiable. In 
present circumstances, however, the ready avail- 
ability of many alternative sources of credit means 
that when credit restrictions are applied to the 
chartered banks, through the mechanism of reserve 
requirements and the Bank of Canada's market 
Operations, the immediate consequence is that the 
business done by competing institutions tends to 
expand to fill the gap. ‘his situation is accentuated 
by the fact that in a period of credit stringency, 
with accompanying higher interest rates, the other 
institutions are not iimited by a six per cent 
ceiling. It cannot be assumed, therefore, that the 


't 
"impersonal functioning of financial markets’ will 
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in fact transmit the effects of the Bank of Canada's 
policies in an effective or equitable way through 
the rest of the economy. In fact, a further quotation 
from the brief of the Bank of Canada might be used to 
illustrate the rather unsatisfactory nature of this 
assumption. After describing the possible use cf 
varying the minimum cash reserve or the liquid asset 
ratio for chartered banks as an additional measure, 
along with the normal techniques of cash management, 
to place a restraining influense on excessive demands 
for credit, the brief contains the following interest- 
ing paragraph: 

"Such a policy would not succeed in 
accomplishing much if the unsuccessful 
applicants for bank credit merely 
orca up elsewhere im the market ¢o 
press their demands for credit. However, 
there are substantial imperfections and 
much inertia in credit markets and it 
is a reasonable assumption that many of 
the disappointed bank borrowers would 
either fail to search out and find 
alternative sources of credit or would 
be deterred.at least in part from pressing 
their full demands through unwillingness 
to accept stiffer credit terms." 
ft is difficult to share the view that a significant 
number of bank customers would give up so easily. 
Another aspect of the adverse differential 


effect on chartered banks of reserve requirements, 
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both cash and liquidity, is the Simple effect of 
these requirements on the danks! earning assets, 
Alone among the whole range of competing institutions, 
chartered banks are required to keep an amount of 
their assets equal to at least 15 per cent of their 
Canadian deposit liabilities in a form which produces 
either no income, the cash component, or a relatively 
low yield, the additional obligatory percentage held 
in the form of day-to-day loans to the money market 
and treasury bills. The banks! true reserves, either 
in cash or highly liquid short-term assets which can 
quickly be turned into cash, and which are needed in 
order to meet the cash demands of our customers, and 
on which earnings consequently are low, must be in 
excess of the mandatory 15 per cent, and, therefore, 
this large amount is not in practice available for 
use. | 

In the words of the United Kingdom Radcliffe 
Report*, the institutions discussed in this brief 
survey, including the chartered banks, are all: 

", . » in active competition for funds, 

and all supply finance to borrowers of 

different kinds. They make up what we 

may refer to as 'the financial sector! 

of the economy, a phrase which emphasises 

the importance of examining the activities 

of each institution in relation to the 


others and not in isolation from them." 


*Report of Committee on the Working of the Monetary 
System, page 107. 
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In this section of its report the Radcliffe 
Commission deals with such institutions as the 
joint stock banks, insurance companies, pension 
funds, building societies, investment trust, hire 
purchase, and finance houses. These are described 
in the report as "...the main groups of institutions 
in the monetary system whose behaviour can be 
expected to have appreciable infiuence upon the 
facility with which, and the terms upon which, 
people can obtain finance ..." and which are 
" ,..ethe main channels through which finance passes 
from lenders to borrowers." A further quotation 
from the Radcliffe Report is also instructive: 
"We have included all these groups of 
institutions in one chapter, despite 
the great differences in the activities 
which they undertake and the types of 
credit they offer, because we have been 
impressed in hearing evidence not by these 
differences but by the fact that the market 
for ésadut is a single market. Though 
each type of institution has its special 
type of business and may, by tradition 
or as a matter of commercial arrangement, 
State a preference for one form of lending 
rather than another, it does not seem that 
any hard and fast lines are drawn, for 
instance between the supply of short 
finance and the supply of long finance; 


and borrowers seem to be rcadcyto switch 
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to some extent from one to another 

if difficulties are put in the way of 

their obtaining finance from the source 

upon which they are accustomed to draw.'"* 
In the United Kingdom, of course, there is no 
comparable ceiling on the interest rate chargeable 
by banks nor on the kind of security which may be 
taken and this contributes to a greater mobility and 


flexibility in the financial system as a whole. 


* Report of Committee on the Working of the Monetary 


System, page 42, 


These references emphasize the conclusion 
of the able and distinguished committee of enquiry 
headed by Lord Radcliffe that all such financial 
institutions are engaged in fundamentally similar 
operations. This point of view contrasts sharply 
with the distinction in Canada between banks and 
other financial institutions. The distinction is 
fully understandabie on historical and traditional 
grounds, but in present circumstances it is entirely 
arbitrary. The legislative position in Canada is 
such that only the chartered banks are under the 
controls established by the Bank Act and the Bank of 
Canada Act, even though many other institutions now 
carry on essentially similiar operations as financial 
intermediaries of one kind or another. Because of 
this situation there has already been a good deal 


of legal argument and discussion as to the definition 
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of banking, one of the subjects on which the Federal 
Parliament has exclusive power to legislate. If 
banking were defined so as to cover all those 
institutions which perform the functions of a 
financial intermediary (and this, is, by implication, 
the approach revealed in the above citations of the 
Radcliffe Report) there is little doubt that many 

cf the operations of financial institutions other 
than banks would come more directiy under the 
Jurisdiction of the federal authorities. Indeed, 

as has been pointed out above, this may in the end be 


necessary if the Government and its agency, the Bank 


of Canada, are to succeed in carrying out effective 


monetary policies. In this connection, another 


problem which arises is that of compliance with 
monetary policy by foreign-owned financial institutions). 


it has beén apparent in past periods of credit 


stringency, that, for example, foreign-owned finance 
companies, having outside sources of funds, have not 
been under even the indirect restrictions which 
influence other non-tank financial institutions. 

For present purposes, however, it is 
sufficient to make it clear that these other 
institutions are in various ways in the same 
business and in competition with the chartered banks. 
Such peuGaHstADE is welcome and desirable in the 
broadening of financial facilities available to the 


public; the development of a range and variety of 


financial institutions to serve the needs of the 


public is in itself beneficial. On the grounds 
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of serving the public effectively and of equity, 
however, there can be a fundamental objection to 
having one set of these institutions, the chartered 
banks, subjected to stringent restrictions which do 
not apply to the other institutions. If these 
restrictions were in themselves useful and served a 
valuable public purpose, the logical solution would 
be to apply these rules as equitably as possible to 
all competing financial institutions. In fact, 
however, at least two of the restrictions, the 
prohibition of mortgage lending and the veadine/or 
six per cent per annum on the charge for bank loans, 
serve no useful pubiic purpose and therefore should 
be eliminated. It would indeed be a reductio ad 
absurdum to apply these restrictions to financial 
institutions in general since mortgage money must 
come from somewhere and market pressures would 
inevitably produce other sources of credit where 

a demand existed that could not be satisfied within 
the rigid limits of the six per cent ceiling. 

The question of applying monetary policy 
to all other financial institutions in a more direct 
and effective way raises problems which will have to 
be faced and solved in the long run interests of 
the nation . Careful consideration should be given 
to requiring that variable cash reserves, comparable, 
in relation to the nature of the business done, to 
those required of the chartered banks be maintained 
by all institutions seeking deposits from the 


public and offering various kinds of banking services. 
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Unless steps to this end are taken, perhaps on a 
progressive basis and beginning with the larger and 
more readily controllable institutions, the effective- 
ness of monetary policy measures undertaken by the 
federal authorities will probably diminish. 

Brerce see R. S. Sayers, one of the members of the 
Radcliffe Committee, emphasizes this point in an 
article in The Banker for October 1960. He argues 
that the restriction of the supply of bank deposits 
as an instrument of monetary policy can be expected 
to become Proveaetnoly ineffective in curbing total 
demand because the demand for liquidity can be so 
well satisfied from otner sources. He goes on to 
make the point that as the banks lose ground to 
other competitors the institutions on which the 
monetary authorities can exert pressure, that is 

the banks, will become progressively less influential 
in the behaviour of the economy. The Bank of Canada 
brief in the passage quoted above at least implies 

a similar concern by indicating that in carrying 

out monetary policy under present circumstances 
reliance must be placed on so uncertain and dubious 
a factor as the lack of persistence on the part of 
disappointed bank customers in seeking accommodation 
elsewhere. 

If nothing is done to rectify this situation, 
both as to the specific prohibitions in the Bank Act 
and the general burden and operation of monetary 
policy, the natural consequence will be that the 


chartered banks will either have to accept a long-term 
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decline in their relative position and competitive 
impact in the financial sector of the economy, or 
they will be compelled by competition to seek ways 
of participating indirectly in the fields which are 
denied them under present legislation. One sign of 
this development is already apparent in the share 
ownership of some of the chartered banks in some of 
the trust companies, Other signs are the establish- 
ment of new organizations under the general super- 
vision of or in association with banks to enter into 
the field of longer-term lending involving mortgage 
securities and interest levels in excess of the rate 
provided in the Bank Act. Under the existing 
limitations imposed by the Bank Act these develop-~ 
ments come about to serve a public demand. The 
maintenance of a condition under which banks are 
impelled to seek effective control of other 
institutions in order to provide indirectly services 
and facilities which they may not provide directly 
does not result in the most useful kind of evolution 
in the financial system nor does it encourage the 
offering of all the services of which the banks are 
capable through all their branches in comnunities, 
smail as well as large, in all parts of the country. 

The recommendations made in this submission 
will in my view increase the scope and variety of 
competitive services offered to the public. This 
cannot fail to be in the interest of the general 
public whether as suppliers of savings or as 


applicants for credit. 
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PART Two 


The Bank Act includes provisions requiring -- 

1. That an offering of rights to 
shareholders to subscribe to new 
Shares must be made at a price 
calculated under a prescribed 
formula which has the errect’ of 
epTeine the new shares at the 
book value of presently outstanding 
Shares less undivided profits, 

2. That all additional shares be 
offered pro rata to existing 
shareholders, 

3. That, except with the consent of 


the Treasury Board, a bank may not 


contribute to any pension fund if 
any part of the fund has been 
invested in the capital shares of 


‘a bank. 


1's Commenting first on Item 1, the existing 
formula compels banks to offer new shares at an 
abnormally deep discount off market price. 
This restriction does not apply, as far as I know, 
to any other type of Canadian corporation raising 
ky funds by "rights" method. The historical reason for 
wethe restriction appears to go back to the "double 
ae 


liability" feature of bank shares, which was removed 


from the Bank Act a number of years ago with the 
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discontinuance of currency issues by the banks, 
There would seem to be no reason why the boards of 
directors of banks should not have authority similar 
to that of corporations in establishing the price 
of new shares. Bank shareholders have, perhaps, 
become accustomed in the past decade to a deep 
discount in respect of rights issues, but in the 
long run the best interests of shareholders are not 
served by a provision which unduly raises the cost 
of new capital. 
aR Referring to Item 2, it is, of course, the 
general practice of most companies to offer new 
Shares pro rata to existing shareholders and I would 
Suggest that, without altering this basic principle, 
the powers of boards of directors of banks be 
enlarged to enable them, subject to appropriate 
safeguards, to make provision for the issue of 
additional shares for stock purchase and stock 
option plans for employees and officers. 

it is, of course, common knowledge that 
insurance companies, tenes companies, finance 
companies, and most industrial enterprises all draw 
from a common source for employees. It is not as 
widely recognized that competition for promising 
management talent has become much keener than it 
oncé was, due perhaps, to improved screening 
techniques at initial employment and at each 
promotion and to more exacting standards for 
executive capacity and performance. Organizations 


unable to offer a well balanced and flexible stock 
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purchase plan may find themselves at a competitive 
disadvantage in attracting potential management 
talent in view of the growing use of such plans in 
the business world, the rules and permissible 
conditions under Canadian income tax law, enacted 

in 1953, make provision for the granting of stock 
options to individuais by their employers and a 
number of corporations have resorted to the arrange- 
ment in efforts to attract or retain quaiified 
management personnel, 

A somewhat parallel situation affecting the 
national banks in the United States is concurrently 
being rectified to make them more competitive in the 
employment market. There the Advisory Committee on 
Banking to the Comptroller of the vurrency recently 
conducted a comprehensive Study of the functioning 
of the national banking system of the United States, 
arid aS part of its findings the Committee has 
recommended that national banks be empowered to offer 
Stock acquisition plans to their officers and 
employees under certain safeguards, These safe- 
guards would include approval of individual pians 
by the Comptroller of the currency in addition to 
the normal approval cf the directors and shareholders 
of the bank. A change in regulations authorizing 
federally supervised banks to offer such pians now 
is, I believe, scheduled to become effective before 
February 1, 1963. 

The probiem has another aspect. Stability 


cf employment, health and welfare benefits, pension 
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1 plans, and various other long established advantages 
2 of bank employment in this country have become much 
3 more widespread than they once were and no longer 
4 offer the degrees of preferences in bank employment 
5 that they did some years ago. The benefits the bank 
6 provides are evaluated by officers and employees in 
7 terms of job security and scope for advancement but 
8 this does not always evoke the degree of extra effort 
9 that is needed for the highest standard of performance 
10 and progress in an increasingly competitive world. 
11 Additional incentives in the form of appropriate 
12 employees!’ stock acquisition plans similar to those 
13 successfully used by other corporations in Canada 
14 could prove beneficial not only to employees and the 
15 bank as an institution but to the users of bank 
16 services as well. 
17 mi The provision referred to in Item 3 was 
18 incorporated in the Bank Act in 1954. The Pension 
19 Fund of the bank i represent has never to my knowledge 
20 invested in the shares of any of the Canadian chartered 
“al banks and een years the trustees of the Fund 
22 held the view that it would be inadvisabie to do so 
23 on the principle that the assets of the Fund which 


are administered in trust for its members should not 
include an investment in the shares of the bank 
itself. The trustees have in recent years come to 
the conclusion that this is perhaps too narrow a view 
and as it may be that they will seek the approval 

of the Treasury Board for such an investment, subject 


to limitations, the Treasury Board might find it 
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helpful to have the views of the Royal Commission on 
Banking and Finance on this subject in view of its 
intensive study of the banking system. 

The reasons entertained in years gone by 
for not investing part of the resources of the Pension 
Fund in bank shares were principally twofold; one, 
that in the event of difficulties in the affairs of 
the bank, the interests of the members of the pension 
fund might be premiateed and, two, that the acquisition 
of a large holding cf shares in a bank may give the 
Pension Fund Trustees an unduly large role at 
shareholders meetings. 

in my opinion the growth in strength and 
Stability of the banks has caused the first reason 
to lose validity and the imposition of normal 
iimitations on the preportion of the assets of the 
Fension Fund which may be invested in bank shares 
would cause the second reason to disappear. Moreover, 
it would be feasible and i think desirable to provide 
for voting of the bank shares by individual members 
of the Pension Fund in relation to their relative 
contributions to the Fund. 

Our own rension Fund would not propose to 
seek approval of a plan which would involve investing 
in the shares of competing banks nor would the 
trustees think it appropriate to invest more than 
a Bevarate part of the resources of the Fund in the 
Shares of the bank whose employees it serves which 
we understand is customarily sanctioned. Even a 


modest limit would not be reached for many years 


te mobestihiod Bevah sit Bo 
et2 So MBIY ot fost asta”. 


naley ci teag v's % eh 


, : 6nc ? ee i ’ i 4 hia | “eas aé.to4aee 
‘ > 

- 

6 ai ° ale 

goed : r soc "lo ‘s¢ arrive | +6 

i 


ang t EZ a Pla | ' Q¢tte4e Sed 
tn @ : faclt toc teove et 
mote rad i it 3o aveeue7Al ai ee 
; aa - > rN 
« ‘Satie . 4 ‘ r * = mf Stig tm uae 
ae | il 
vit a ad 4 essasin FT? gi local egeal age 
_ 
. oe 
boy fat anetacoal. Saws wotar 
is v 
oe © 


NUP Pae AG sotoces 24 
Pp. 
“tr. . io of 740 NA 


x6 bia ' 2G sd Std "to eee 
7 -. i i 2 J “Webb WT sacl are, 


aii ite t af Ke sii i70 
‘c” et 
ni ef vam Sotdy, beet foke 


4 
rt - 
Seto), _ ee ( ; 3 ie 166 al ad a Wes SaueS os 

5 


Tlic ele wis mor Lvs i wwii nolarat eca te" 
Q 


te # 


bAw @7.02 VISES ULEAD» 


wd 


“4 ee . i hi pew baa bere? cea sty : 


s 


tavongge i 


Nethercut & Young 
Ace ao 


Toronto, Ontario 
because the yield on the shares at the current market 
is considerably lower than the average yield availiable 
in other forms of investment. The objective would be 
to gain a gradual enhancement in value as the nation 
grows and bank services expand. In addition the 
investment would afford another means for the 
identification of the interests of bank officers with 
the progress of the institution. 


It is, of course, a matter of common knowledge 


that the investment advisors and trustees of other 


pension funds regard bank shares as one of the most 


desirable forms of investment. 
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Monday, 
January 21, 1963. 


Pee Ine 9.L5 A.M. the hearing resumed. 


SUBMISSION OF 


INSPECTOR GENERAL OF BANKS 


APPEARANCES 
Car. Elderkin - Inspector General 


THE CHAIRMAN: I call the meeting to order. 
This.morning we have Mr. C. F. Elderkin, Inspector 
General of Banks. 

ur. Elderkin, we have read your submission. 
Do you wish to make an opening statement before 
we proceed to question you? 

VR. ELDERKIN: No, Mr. Chairman. I 
have nothing to add to my submission. 

THE CHAIRMAN: Then we will proceed with 
the discussion. 

COMMISSIONER MACKINTOSH: Mr. Chairman, 

I suggest we start at the beginning and ask Mr. 
Elderkin some questions about the incorporation of 
banks and provision for them. 

Is there anything in our experience of 


the last few decades that indicates that the require- 
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ments for incorporation as embodied in the Act in 
themselves represent any Substantial barriers to the 
establishment of new banks? 

MR. ELDERKIN: pr. Mackintosh, this is 
a question that is difficult to answer with any 
degree of assurance. We have had some inquiries 
from time to time from Canadians, for the most part 
by letter, and we have given them the necessary 
information. In no case that I can remember has 
there been any follow-up on their tHquiry?erso} 
we are quite unaware as to whether the statutory 
limitationsin the Act have an effect on their 
final decision or not, 

We have had some other inquiries from 
Overseas, from two banks, one of which, as you know, 
eventually resulted in the incorporation of the 
Vercantile Bank of Canada, 1953. Others who made 
inquiries decided after quite extensive investigation, 
that they could carry on business in Canada through 
a subsidiary with a different name, not including 
the word "bank", Apparently they are not interested 
in establishing a national bank set-up, but rather 
in conducting an investment agency business, deriving 
most of their funds from overseas. 

So, it is rather difficult to state 
whether there oe a statutory limitation which 
inhibited them from proceeding, or whether they 
felt that all the costs and expenses which they 
would have to meet in establishing a bank caused 


them to decide that they would be better off to con- 
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1 duct business in another manner. 

~ COMMISSIONER MACKINTOSH: You mention 
3 in your brief that in the United Kingdom and in at 
4 least some parts of the United States there is no 
5 minimum capital requirement, whereas in Canada it 
6 is $500,000. . Is there any indication that this 

7 in itself is a barrier? 

8 MR. ELDERKIN: Again, I cannot answer 
9 with any assurance. I have never known of any 

10 inquiries that resulted in an interview where the 
11 capital requirement has been an obstacle in any 

12 way. In fact, most of the foreign banks who 

13 have established subsidiary corporations in this 
14 country have put in far more capital than the 

15 minimum required in the Bank Act. As far as 

16 establishing any kind of national banking system 
17 in Canada, with any mhumber of branches to speak of, 
18 the capital requirements are none too restrictive, 
1? as far as that is concerned. 
7 COMMISSIONER MACKINTOSH: I infer you 
21 are inclined to say that if they were going to 

22 establish any kind of branch system, the practical 
3 minimum for capital requirement would be probably 
‘4 considerably above the statutory requirement? 

5 MR. ELDERKIN: Yes, I would definitely 
6 Say so, because I think you have before you in 

7 evidence that the established banks consider that 
3] it takes three to five years to make a branch pay, 
, and that they have their profits from the other 


branches to offset that loss. I believe a completely 
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new bank would still go through a period of ane three 
to five years, if not more, before becoming a 
profitable operation, and with no offsetting 
profits. The new bank is most certainly likely 
to face a deficit period, the size of which would 
depend on how quickly it branched out. 

That is the reason why, in discussing 
this question with people who appeared to have a 
serious intention, we have Suggested to them that 
we certainly would not like to see these losses, 
which are inevitable, impair their paid-up capital, 
and that we would certainly like to see them place 
some additional capital either in their rest account 
or in their inner position to take care of the first 
few years of operational loss. 

COMMISSIONER MACKINTOSH: The establishmen 
or incorporation of a bank, I understand, requires 
the approval of the Preasury Board. Is that right? 

MR. ELDERKIN: No. The licence to do | 
business after incorporation requires approval of 
the Treasury Board. Prior to that the normal pro- 
cedure -- and we have had only two experiences in 
the last thirty-two or thirty-three years -- is to 
get the informal approval of the Minister of Finance 
before seeking a bill. This has been given in the 
two cases that have gone forward. 

COMMISSIONER MACKINTOSH: Is he concerned 
with other than statutory requirements? 

WR. ELDERKIN: I mentioned one a minute 


ago - that is, additional reserves, either inside or 
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1 outside, to provide for what might be called organ- 
2 ization losses. He is certainly interested in the 
3 status of the people who are making application. 
4 One you might call moral; the other is financial. 
5 rr the bank should run into more than the ordinary 
6 losses that might occur, the Minister would want to 
7 know if the sponsors are in a position to provide 
8 further capital. I think these are the two main 
9 non-statutory things that he would look at. 
10 COMMISSIONER MACKINTOSH: Have there been 
11 inquiries which came to your notice from American 
12 banks? 
13 | MR. ELDERKIN: No formal inquiries, Dr. 
14 Mackintosh. I think the American banks are so 
15 aware of our whole banking law and of the possibilities 
16 in Canadian banking, that they probably have made 
17 any decisions they have come to without making any 
18 formal inquiries, It has never been my experience 
(9 that we have had a formal inquiry from an American 
Ng bank. 
1 We have had two or three occasions on 
2 which representatives of American banks have 
3 discussed the subject, not so much from an intention 
4 to yen ae simply to obtain further informa- 
j tion. 


COMMISSIONER MACKINTOSH: To what extent, 


if any, do you think the period of initial losses, 


which seems discouragingly long from the point of 


Se 


view of any corporation contemplating a bank in 


Canada, would result from the 6 per cent ceiling and 
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1 the prohibition of doing mortgage business, other 

2 than insured mortgages? 

3 MR. ELDERKIN: It would undoubtedly have 
4 an effect to some extent, Dr. Mackintosh, but if 

5 these two prohibitions were out of the Act a new 

6 bank would face just as much competition from the 

| already established banks who would have the same 

8 privileges, 

9 I might say that one of the great impedi- 
10 ments to a bank starting is the difficulty in 

11 obtaining competent staff trained in Canadian banking. 
12 In the two new banks we have had start in this 

13 century, one of the large factors involved in 

14 the early loss operation, has been ‘the difficulty 
15 in obtaining competent staff. This is, particularly 
16 so in regard to loss experience on loans, where 

17 inexperienced officers can certainly get a bank 

18 into trouble very quickly. 

19 COMMISSIONER MACKINTOSH: I aoa think 
10 the limitations which are referred to would also 

1 restrict the prospects of a new bank from starting 

2 aS it were in a specialized area and gradually 

3 undertaking pencuni banking business, 

4 MR, ELDERKIN: I think that is very true, 
5 Dr. Mackintosh. In the case of European banks, 


) who are not used to these restrictions, this could 
4 be considered quite an impediment from their point 
of view, 

COMMISSIONER MACKINTOSH: It appears 


obvious that to set up a banking system with branches 
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coast to coast, and set it up in a fairly short 
period of time, is quite a formidable objective for 
any corporation, What seemed to be the considerations 
which have led to there being virtually no agencies 
or subsidiaries of United States banks, whereas our 
banks have their agencies and Subsidiaries abroad? 
This arrangement does not seem to be reciprocal, 

MR. ELDERKIN: If you are speaking entirely 
of United States banks, our Canadian EE Pensa, 


through subsidiaries and agencies in California, 


Oregon and Washington, and through agencies only 

in New York, In the case of New York and California, 

the agencies are prohibited from taking deposits 

from state residents, and the agencies do not 

conduct a chequing business, although they come 

very close to it because they will accept drafts, 

It is not normally what we call a chequing business, 
Two banks have subsidiary corporations 


based in California, but our national banks there 


come under all national bank rules. They are 


‘1 incorporated as such, I might add at this stage 

2 that two banks have incorporated subsidiaries in 

3 France, and come under the French banking law. ne 

4 can only say that the thinking behind it is that 

5 any organization in Canada that useS the word "bank" 
) Should come under the banking law of the country, 


and there should be no differences in the privileges 
to these organizations, unless they are under 


Separate banking laws. 


May I add one more point? As I mentioned 
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earlier, you have subsidiaries of foreign banks 
doing business in this country in practically every 
way except in taking deposits and operating chequing 
accounts, but by law they are not allowed to use 
their parent name where it includes the word "bank", 
We have one subsidiary, as you may be aware, which 
is that of a bank which does not have the word "bank" 
in its name. I refer to the "Credit Suisse" and 
it operates here under that name. 

COMMISSIONER LEMAN: ‘They are allowed 
to use the name where it does not contain the word 
"bank", but are they not allowed to put under their 
name the fact that they te a subsidiary of or 
affiliated with such and such a bank? 

MR, ELDERKIN: They do, Mr. Leman. ; 
I think both of the Swiss banks represented here put 
on their letterhead and on the advertising the fact 
that they are affiliates of certain banks, and they 
give the parent name. 

COMMISSIONER MACKINTOSH: We have no 
provision in our law for designating a firm as 
a partial bank and not a whole bank? 

MR. ELDERKIN: No. 

COMMISSIONER MACKINTOSH: Do you know 
of the section which requires the majority of any 
bank board to be composed of British subjects? 

MR. ELDERKIN: Yes. 

COMMISSIONER MACKINTOSH: Does tHat act 
as an obstacle at all? 


MR. ELDERKIN: No. 
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COMMISSIONER MACKINTOSH: There ave ample 
applicants for bank directorships? 

MR. ELDERKIN: I don't think this could 
have very much influence anyway, because a foreign 
bank could very easily have Canadian representatives 
acting on its board of directors, I don't think 
this has been any obstacle whatsoever, 

COMMISSIONER MACKINTOSH: What kind of 
operation does an agency or subsidiary of a foreign 
bank carry on? 

wR. ELDERKIN: Mostly investment business, 
and in some cases I think some mortgage lending. 

I think they derive their funds entirely from 
European sources or from their parent bank. 

COMMISSIONER MACKINTOSH: How much staff 
do they require? Are they a small operation? 

MR. ELDERKIN: Yes, comparatively eG 
They do take equity positions in Canadian corporations 
they do make term loans, and in some cases they do 
invest in Canadian term securities as well. 

COMMISSIONER MACKINTOSH: So that really 
out of what we have been discussing there comes 
one positive change, whether it is desirable or 
not, which might make a difference in the ease of 
Wee Ae the enlargement of the bank scope through 
admitting mortgage lending, for instance? 

MR, ELDERKIN: I would think so. 

COMMISSIONER MACKINTOSH: What might 
be thought of as the other side of the picture would 


be to some extent the disappearance of banks through 
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merger. This is Something which requires the approval 


of the Treasury poard, does it not? 

MR. ELDERKIN: It requires the approval 
of the Minister first before the Shareholders can 
be approached to vote for a merger. He may block 
it at that time if he sees fit by refusing to give 
permission to approach the Shareholders, If the 
Shareholders approve of a merger, it requires the 
approval of the Governor in Council on recommendation 
of the Treasury Board; and when the Governor in 
Council approves it, an order in council has then 


the force of law, 
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COMMISSIONER MACKINTOSH: Are there any 
criteria laid down in the Act for the Minister and the 
Treasury Board? 

MR. ELDERKIN: None whatsoever, Dr. Mackintosh. 
It is solely-a matter of Opinion at this stage -- well, 
it is a matter of opinion at all Stages. The Act 
Specifically states that the Treasury Board may refuse 
to recommend without reason, and the Governor in Council 


may refuse to approve without reason. 


COMMISSIONER MACKINTOSH: I Suppose that mean 
without stating reasons. 

MR. ELDERKIN: Yes, you are quite right. 

COMMISSIONER MACKINTOSH: Without rererring, 
of course, to any specific cases, are you in a position 
to indicate some of these sorts of considerations that 
enter into this? 

MR, ELDERKIN: I think there are two or three. 
The first one that is given consideration by the 
Minister is whether it will eliminate or diminish 
greatly the competition in very many communities in the 
country. You may remember after the last merger 

Canadian 
between the /Bank of Commerce and the Imperial Bank of 
Canada, that those two banks stated that they had no 
intention of closing any branches in the country within, 
at least, the next two years. This is one factor that 
is very definitely given consideration at the time. 

Another factor is the question of whether 
the combined or amalgamated bank can provide better 
competition and a better service. I can recall that at 


the time of the merger of the Bank of Toronto and the 
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Dominion Bank one of the reasons advanced was that both 
banks had heavy concentration in the province of Ontario 
and that they did not require many more branches in 
order to service Ontario and, therefore, their expansion 
could take place in other provinces more quickly if they 
were one aniese 

These are, I think, the principal reasons 
that might influence the Minister in making his decision 
and the Governor in Council also. 

COMMISSIONER MACKINTOSH: I think, without 
being too ingenious, I could have reversed the argument 
you have made. 

MR. ELDERKIN: I am not making an argument 
at all, Dr. Mackintosh. 

COMMISSIONER MACKINTOSH: No, you are only 
repeating ‘it. I think that is all Ihave to. ask. 
Perhaps some other members of the Commission wish to 
pursue this subject further. 

| COMMISSIONER BROWN: I would like to have 
clarification in my mind about your reference to a 
national banking system and the problems of establishing 
@ new one. Is this because in practice. it is not 
feasible to operate a bank without having a national 
system, or is bags one of the unstated conditions? 

MR. ELDERKIN: No, it is not one of the 
unstated conditions at all. I do not recall that we 
ever suggested to any inquirer that they must have a 
branch system across Canada. It has been pointed out 
to them that they are in a rather poor competitive 


position without a branch system across Canada. 
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It is quite feasible, Mr. Brown, that a bank 


could start in Canada and carry on with only one branch 


for a while until it got into a profitable position. 


To do so it would be very restricted in the amount and 
and probably it would hav 


the size of the loans it made, 
to devote quite a bit of its business to the security 
The result 


end rather than the commercial loaning end. 
is that it would take some time even then to get into 


a profitable position. 

It could open another branch in another 
community, perhaps, and so over a great many years it 
could build up a branch banking system in that way, but 
this would mean that any hope of ultimate profits, or 
of a profitable operation for that bank as a whole, 
The other thing that 


would be many, many years away. 


COMMISSIONER BROWN: 
you referred to was the Subsidiary of the Swiss Bank, 


and certain other subsidiaries of foreign banks. You, 


apparently, know what they are doing and how they are 


operating. 
MR, ELDERKIN: By hearsay. 
COMMISSIONER BROWN: I was going to ask you 
any jurisdiction at all? -.Do 


if they were subject to 
Not that I know of. 


they report to anybody? 
They just operate as 


MR. ELDERKIN: 
BROWN: 
with no reports at all? 


COMMISS LONER 
Outside of the ones required 


an ordinary corporation 
MR. ELDERKIN: 

by the Secretary of State, if they are a federally 

incorporated company, or by the Provincial Secretary if 
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they are Provincially incorporated. 

COMMISSIONER BROWN: Do any of these take 
deposits and operate chequing accounts? 

MR. ELDERKIN: Not that I know of, no. 

COMMISSIONER LEMAN: You mentioned, Mra 
Elderkin, that one of the problems, at any rate, dssthat 
of finding trained and competent personnel to run a 
banking business. | 

MR. ELDERKIN: Yes, 

COMMISSIONER LEMAN: And one could imagine 
that if a strong group, having access to capital 
resources sufficient to start a bank, did start one 
they might be able to attract away from the existing 
banks some trained personnel, but, generally, what 
have you found to be the pattern? Is there any movement 
of senior personnel from one bank to another, or has 
that been extremely limited? 

MR. ELDERKIN: Very limited, Mr. Leman. The 
trained personnel of the only new bank that we have have 
all come, almost entirely, from bankers who had left 
other banks to go into another type of business at some 
earlier date and who were employed by the new bank. 

Even these are not easy to get sometimes because they 
may be in a business which shows far better prospects 
for them than the new bank, As you say, if there was 
Sufficient capital and the Sponsors were prepared to 
wait for a good many years before getting any return on 
that capital they could, without doubt, afford to make 
some very attractive offers for personnel, but there 


has been very Little movement between banks during my 
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tenure of office. 

COMMISSIONER BROWN: TI would like to ask, 
Mr. Elderkin, whether there has in the past been any 
discussion at any time about limiting the size of 
bank boards. There is a minimum required by the Act 
of five, but there is no maximum, Has this ever been 
discussed? 

MR. ELDERKIN: Never to my Knowledge. Never 
from the official side has there been any suggestion 
that it~ should be limited. 

COMMISSIONER BROWN: Has there been any 
discussion about prohibiting interlocking directorates 
as between banks and other institutions? 

MR. ELDERKIN: There has been a fair amount 
of discussion in the Banking and Commerce Committee 
from time to time on this, but there has never been any 
prohibition. 

COMMISSIONER BROWN: Do you remember the pros 
and cons that have been put up about this? 

MR, ELDERKIN: Well, I think one of the cons 
with respect to this is that it might be placing too 
much financial control of the country in a very few 
hands, but to what extent this is a logical argument 
is, of course, open to debate. 

One of the pros, of course, from the banks! 
Side, is that it does make available to them men who 
have substantial training in business, and the advice 
of whom is very valuable to the banks. 

COMMISSIONER BROWN: Do you think that the 


Size of bank boards has acted as an inhibition at all 
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against new banks getting started -- in order words, 
the difficulty of attracting directors who have had 
experience in other banks? 

MR. ELDERKIN: Who have had experience in 
other banks? 

COMMISSIONER BROWN: Yes, as directors. In 
other words, what I am trying to say is: Have all the 
present banks got all the eligible directors so that a 
new bank could not get any? 

MR. ELDERKIN: I hope not, Mr. Brown. That 
would hurt some people's feelings very badly. 

COMMISSIONER MACKINTOSH: Do you think there 
would be less Seer icuity in trasferring directors as 
between banks than officers? 

MR. ELDERKIN: It has occurred on one 
occasion, Dr. Mackintosh. 

COMMISSIONER BROWN: Now, there are inter- 
locking directorates as between banks and other 
financial institutions some of which fall into the 
category that has been frequently described before this 
Commission as that of near-banks. If the whole banking 
System were widened so that the banks as suchwere able 
to compete more effectively with the near-banks, and 
Similarly if the near-banks were placed in a position 
of being able to compete more effectively with the banks 
would you see these interlocking directorates at that 
Stage providing some problems? 

MR. ELDERKIN: I know a great many who 
object to this word "interlocking". 


COMMISSIONER MACKINTOSH: They do not like 
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the expression "common directors" either. 

MR. ELDERKIN: NO. Well ,- Sthiis ott course, 
Simply comes down to a question of how the directors 
act; whether in their respective capacities they act 
for the benefit of the institution they are serving at 
the time, or whether they are trying to act for the 
benefit of the other institution. in which they are 
interested. If they can divorce their reasoning on 
this, and if they can keep separate the business of the 
two, there can be very little harm done, but naturally 
if one tries to influence both businesses for the sake 
of one then there can be harm. 

COMMISSIONER BROWN: Let us put it this way; 
have you knowmof any cases where one person has been on 
the board of two banks at the same time? 

MR. ELDERKIN: No. As a matter of fact, I 
think without exception the banks' own bylaws prevent this 

COMMISSIONER BROWN: Just to get it on the 
record could you outline for us the various reports you 
get with respect to loans to directors and loans to 
corporations which are represented by directors on the 
boards of banks? 

MR. ELDERKIN: Well, we get a monthly 
Statement of loans to directors and to firms of which 
they are members -- not to corporations. The others 
are examined at a certain level at the time of the 
annual inspection. That is, in the course of my 
inspection we request the banks to submit reports of 
individual loans over a certain minimum, the minimum 


depending upon the size of the bank. This ranges from 
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1 quite a small amount in respect to a small bank to a 

a Substantial amount in respect to a large bank. 

3 | These individual reports would include all 

4 those over that minimum to directors and to corporations 
5 in which they are interested, but not those below unless 
6 they were in an unsatisfactory condition in which case 

7 we ask again i reports of any loan down to a compara. 


tively small amount. 

COMMISSIONER BROWN: Are you free to give us 
Some idea of how this level is determined? 

MR. ELDERKIN: Yes, surely. We start off 
with about one per cent of the capitaland rest which, 
in the case of the smallest bank, would be $50,000. 

We never go above $1 million as a minimum. 

COMMISSIONER BROWN: In other words, it is 
either above a million or one per cent of the capital 

and rest, whichever is the lesser. 

MR. ELDERKIN: Yes. It might be even less 
than that in the case of the intermediate banks. 

COMMISSIONER LEMAN: Before you leave that 
point, Mr. Brown, may I ask Mr. Elderkin what he does 
with these reports. 

MR. ELDERKIN: The reports are quite 
comprehensive, Mr. Leman. They give the amount of each 
individual type of loan which the borrower has at that 
time, which is at a selected date. in each year. They 
give the security which the bank holds in respect of 
those loans. They give the latest balance sheet which 
the bank has on file, and a summary of the latest 


profit and loss statement which the bank has on file. 
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Then, in addition to this the bank is requested at the 
time to give a brief summary of remarks regarding the 
status of the loan, whether it is operating satisfac-: 
torily or not, and if not, why? 

Now, out of these -- which amounted to 
something over 3,600 reports last year -- we select 
any that show any sign of being in an unsatisfactory 
position, and at the time of the inspection a the head 
office we draw all of the files with respect of those 
loans and examine them further to see if there is any 
information which has not been given to us and which 
can be of value in assessing the loan. 

COMMISS IONER BROWN : And you discuss them 
with the bank's senior officers who authorized the 
credit? 

MR. ELDERKIN: Yes, and with the auditors 
in some cases as well, which we have the power to do 
under the Act. Anything that appears to be in an 
unsatisfactory condition is normally discussed with 
the credit officers, and later with the general manager. 

COMMISSIONER BROWN: Can you tell us what the 
total figure was for all these reports last year? 

MR. ELDERKIN: Yes, I.think I mentioned that 
in my submission. 

COMMISSIONER BROWN: Is it in paragraph 32? 

MR. ELDERKIN: Yes, it is in paragraph 32: 

"In 1961 more than 3,600 of these reports 

covering aggregate outstanding loans of 

over $4,200 million were received from the 


banks." 
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1 COMMISSIONER BROWN: And these are the reports 
2 of which you have been Speaking? 

3 MR. ELDERKIN: Yes, these are the reports, of 
4 which I have been Speaking. 


5 COMMISSIONER BROWN: Turning now to the 


6 capitalization of banks I wonder if you would outline 
7 for us the reason why they all have the same fixed 
8 par value of $10 a share? 


9 MR. ELDERKIN: Well, we go back into history 


10 for this to a certain extent. At one time all bank 

11 Shares had a par value of $100. Later, in 1944, I 

12 think I am right in Saying, they were split into shares 
13 of $10 par value each. You can find nothing in those 


14 proceedings which indicates the reason for the par value 


15 Br we Tt. of a Supposed by some people that the purpose 
‘6 of the legislation was to restrict ownership to those 
7 who were quite financially responsible because . the 
8 legislation at that time attached a doubie Le De oO 


9 the banks! shares. 


= 


— 


2 


IA 


= 
: 


ee ee ett 


_— 


$a0qsuq sHi tats elqoeq amos yd Sesoqque at si. 0012 am 


to etnoges sid ate seedy .poY +MORE AM Pi sasha 
-Srileegs, ased evad J sokaee 

adv of won gata? :MWORE EEMOT S2LMMO9 
legtizyve bluew voy Th tebaow I esaad Yo nolttesiiesiqua 


boxlt amos sav evead Cle yeds ydw acess edd Bf meg 


ferede s Off to suisy a8 

yroteld ova! soad og ow ,fLeW sMIMANGIa JAM 
wasd ile emt? ego JA . .dastke miegies & OF -ebti7 nat 
i ,#e@i at ,sedel .00L5 lo syisv a8q s Bed sorana 
satete clink ?iige etew yedts ,patyea al 3dgidc we.t ins 
oaens 1S guidton batt aso woY .rose sulev.1sq OL8 Gan 


svisv tag ef! sel moesén eit seteolbat dotdw sanibsesoum 


$B083 of giderenwo totivesa oF Beew noltelatas! edd)ae 
oe Stueced sidienogeen. yilStogsal? stiup eyew one 
: € 

os YOilideli siduob & Sedostie emit Sends de notvelaioge 


-8etede 'ednsd sng 


10 


11 


Nethercut & Young Be 8555 ad 


Toronto, Ontario 

That is the only reason I can think 
of for the $100 par value at that time. As far 
as the general principle of par value is concerned, 
I do not know that I can offer you anything on this, 
In Great Britain par value is often one pound per 
Share. In the United States the par value varies 
according B ptngd articles of incorporation. I know 
that one large bank in New York has a par value of 
$6.25, another one @ par value of $12.50, and 
still another one $25, There is no uniformity 
in the par there as far as I know. 

COMMISSIONER MacKEEN: The par 
Value was necessary as long as the double iiapllity 
was there, Now that that has been removed is there 
any longer a necessity? 

MR. ELDERKIN: There is some advantage 
from the statistical point of view, but that is 
not too port sae Of necessity, no. 

COMMISSIONER BROWN: There is another 
reference in the Act to limitation on dividends until 
the rest fund is equivalent to 30 per cent of the 
par value. 

MR. ELDERKIN: Yes. That would have 
to be changed, but that would simply be changed to 
30 per cent of the paid-up capital, I Suppose, 

COMMISSIONER BROWN: Yes. 

THE CHAIRMAN: Is there a sort of 
mystique attached to the par value? 


MR. ELDERKIN: Quite a bit of our 


banking law originally came from Scotland and England, 
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1 and they have not even allowed par value on ordinary 
2 corporations over there unless it has been quite 

3 recent -- I should say nO par value, I beg your 

4 pardon, 

5 COMMISSIONER MacKEEN: If the old 

6 $100 par value had been retained the shares held 

7 would have theoretically at least a market value 
F of ten times what they nae today. 

9 MR. ELDERKIN: Yes. In most banks it 
ho would be up in the range today of $6,000 or $7,000. 
11 COMMISSIONER MacKEEN: That would 

12 mean there would be very substantially fewer share- 
13 holders, 

14 COMMISSIONER MACKINTOSH: I think you 
15 mean in the range of $600 to $700. 

16 MR. ELDERKIN: Yes, $600. I beg 

17 your pardon. 

18 COMMISSIONER MACKINTOSH: I noticed 
19 that some of the audience were feeling richer than 


they actually are. 

MR. ELDERKIN: Yes. I would not want 
to raise their hopes, Dr. Mackintosh. Well, this 
was actually the object in the revision, to change 
the par down to $10 to get a wider distribution of 
shares. I think this can be considered to have. been 
a very successful operation. 

COMMISSIONER MacKEEN: If the market 
value has been enhanced since the reduction to the 
$10 par, would you consider it desirable to remove 


that $10 par restriction to give even wider distribution? 
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i MR. ELDERKIN: I am afraid you are getting 
~ me very close to government policy, Mr. MacKeen, 
3 and I would not want to put myself on record in 
4 this regard. It might be interesting to the 
5 Commission for me to interject at this point that 
6 at the end of the fiscal year 1961, 84.1 per cent 
7 of shareholders and 75.6 of the shares were registered 
& in Canada, and that almost 93 per cent of the holdings 
9 were under 500 shares. This, I think, is a direct 
10 result of the reduction from $100 to the $10 par 
11 value. 
12 There is another point here that 
13 Subject to section 36, which has some restrictions, 
14 it has been much easier to issue new shares to the 
15 public because of the lower per share value. 
16| COMMISSIONER LEMAN: Without getting 
17 into government policy, are you prepared to state 
18 that it would not be desirable to work them down 
19 into penny stocks? 
he MR, ELDERKIN: Well, you might take 
i some of the prestige out of it, Mr. Leman. 
2 COMMISSIONER BROWN: You refer to 
3 the issuance of new shares, The price of these 
4 is now limited to the balance sheet value of the 
5 stock. 
5 MR. ELDERKIN: Yes. 


} COMMISSIONER BROWN: What is the 


historical background of this? 


4 MR. ELDERKIN: As I mentioned a while 


ago, when there was a double liability on the shares 
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1 it was considered desirable by the bank, and presumabl 
2 by the government, to have these in the hands of 
“s financially responsible people, that is, people 
4 who could respond to a call for double id abse dere 
5 | I would say that that requirement is antiquated 
6 or archaic. 
7 COMMISSIONER BROWN: Do you see some 
8 virtue in establishing this at a minimum rather 
9 than as a "price at which"? 
10 MR. ELDERKIN: This is now the maximum 
11 at which they can be issued, I do not think 
12 establishing that price, that this as 
13 a minimum would have any great effect myself, bent 
14 I think it is quite normal that the shares could 
15 be sold at a higher price than the balance sheet 
16 value. 
17 .COMMISSIONER MacKEEN: It does tend 
18 to make for fairly expensive money as far as the 
19 banks are concerned on new issues. 
0 | MR, ELDERKIN: Very expensive money, 
"4 and very nice for the shareholders in the sale 
D) of rights or in picking up new stock at a comparativel 
3 low price. 


COMMISSIONER MacKEEN: Might it have 
the effect of delaying issues on the part of 
management on account of the cost of money? 

MR. ELDERKIN: Well, one would think 
( SO, Mr. MacKeen, although one can only say there 
have been a great number of new issues in the past 


eight years. What delayed issues prior to that time 
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wasS not so much the cost of money as the requirement 
in the Act that these shares must be offered to all 
Shareholders at the time. This meant that they 
must be offered in the United States where it was 
illegal to make an offering except if it was approved 
by the. SsELC.4 

In 1954 the Act was changed, as you 
may remember, to the effect that the banks did not 
have to make this offer to shareholders in any 
country which demanded more information than that 
which was published by statute in Canada. The 
practice now is not to offer shares in the United 
States. I do not consider there are any inhibitions 
otherwise and the shareholders in the United 
States get transferable rights. They cannot 
exercise them themselves, of course, but they can 
sell them. 

| COMMISSIONER BROWN: There is an 

indirect prohibition on the pension funds of banks 
owning any bank shares, and there has been a 
Suggestion made to us that this might be eased. 
Would you see any problems arising if this were 
permitted? 

MR. ELDERKIN: That prohibition arose 
from some abuses of pension funds in the past. I 
think it is on record that at least one bank, which 
is now defunct, used the pension fund to sustain 
the market for some time and practically ruined 
the pension Pind: There have been some cases in 


corporations where the same abuse has taken place, 


on qn lg 


ila od beveT lo sv dein sotada ' | 
ved? gad? dxssm ett? som one tm 8 


saw It etadw detevS beating sy ol be 


Sevovrys caw er tt rests yattetto ns oem o¢ £ 


Woy ea ,begasdo Bew oA Os BECL al we 


ton Sfb aimed ev tsdd toeTie eft of ,tedmomes Yam 


une 
Sw é 
acs 
So tu 
aedorlatcirnng 
bss ini ore 


Jonnmso yedTt <"Tigli«t eidetatenaw weg asiase 


, _ 7 
noo Yeats Jud ,ezrwas ‘lo ,asVisamen? ments ealowxe 


as 81 stent? »shWOoks ARWOTeaINMOD ay 


Ss Sie 
owe ¢(leptteesg Bae eatd omow”*ob-revre 
i. S647 SUOE feed @vad expeitt 


#30829 opfnas aed omen amen sis 


olisdtotnl etow betnameb dwoldw sane 
.cbecs) al slutesze “ed bedetitug saw sites 


ad al eexsde se?to 6 gen at wor sotvos%a 


5G cal osedd bre (eettace dosed. yas an tau | 
oi efgio est Sadd en oF shsm noltzoggun 


22 pate lis ame {dortg tHe 962 OY binolt 
ony cae? sO . AM 


oxo daest Sa Sede Baeben ac elf Fi ware 


¢? bart aolsesq odd besir (tonsteb won ¥ 


z Pes | 


t: Reese 


>t 6 
acsblodezste ad ¥sIto eftdd solag oF sve ack 


gta eve sts! teblenos Zon ob I ~ eergag 


at sushiodsiads Syd bos oeatweenve 


«mend if a 


leneq ecd3 no mole td idor ae! 


thet? Lareg ! 


12 sbecu’t tolemeq Yo esevds en0e Oe 


D ou 
(4t wt > oF 


4 


Nethercut & Young Pm 8560 Z 


Toronto, Ontario 


If a bank were permitted to contribute to a pension 
fund which invested in the stock of the bank, I 
would think some limitation should be placed on the 
amount of stock that the pension fund could hold in 
proportion to its other assets, in other words, 
the pension fund should not be in a free position 
if the trustee Saw fit to accumulate a lot of the 
bank stock, This could be abused under certain 
circumstances. I do not say it would be; LI simply 


Say it could be, 


COMMISSIONER BROWN: How about the 


Shares of other banks? 


MR. ELDERKIN: I do not think this 
would ever be permitted, ees this has always been 
a rule that banks may not acquire the shares of 
other banks. I would doubt that the government 
would see fit to allow the pension fund of a bank 
to do this because it would be allowing some- 


thing to be done indirectly that was not allowed to 


be done directly. 


COMMISSIONER BROWN: As I understand it 
there is a prohibition against a bank investing 
in the common shares of competitors but no pro- 
hibition against it investing the shares of near 
banks, that is, near competitors. Do you see 


anything different there? 
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| 1 MR. ELDERKIN: Yes, I think there 
2 is a slightly different viewpoint, So far as 
3 I know this has always been a provision in the Bank 
bank 
4 Act, that a bank may not own these/shares unless, 


of course, it is in the process of taking over 
another bank, which it does under government 
authorization. 

COMMISSIONER BROWN: This would 
mean that if the near banks got stepped up to the 
category of banks there would be some changes that 
would have to be made? 

MR. ELDERKIN: That is right. If 
they came under the Bank Act, then the original 
holder of ne would have to get rid of 
them, 

COMMISSIONER BROWN: I would like 
to have a short discussion about inner reserves, 
without producing any information which is otherwise 
not available. Perhaps you would outline for us 
what the situation is in the United States. 

MR. ELDERKIN: In 1947 the banks, 
after a great many years, succeeded in -- 

COMMISSIONER BROWN: Excuse me. 
Perhaps we could go back a little bit first before 
getting into this. 

-MR. ELDERKIN: Yes. 

COMMISSIONER BROWN: Would you for 
the record give us a short summary of the history 
of the development of inner reserves in Canada? 


MR. ELDERKIN: Yes. The object, of 
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1 course, of inner reserves is to meet losses which may 
2 occur in a year where the available earnings are not 
3 sufficient to cover them, It has always been a prin- 


ciple in Canadian income tax law to permit inner 
reserves, some by statute in particular cases, For 
instance, the trust companies have a general 1aek 
reserve of 3 per cent on mortgages. Up until 1944 
there was no general formula or uniform treatment 

of inner reserves in the banks. 

During the hearings of the Banking 
and Commerce Committee in 1944 an amendment was 
proposed and later passed to charge the Minister of 
Finance with the responsibility of establishing 
uniformity in inner reserves of the banks to the 
extent that they were permitted to set up such inner 
reserves out of taxable profits. 

This amendment, as I mentioned, came 
from the Committee, and not as an original proposal 
in the amendments to the Act of that year. SO, no 
advance preparation had been made for it. When it 
came to working out a formula it was rather difficult 
to get accurate Rea hagas background, for 
the accounting methods used by the banks not only for 
income and expenditure but also for loss treatment 

were not uniform and had not been uniform in the past. 
However, a reserve formula was put together at that 
time, and applied to all fiscal years in 1943 and 
thereafter, 


Between that time and 1947 we made 


an effort to establish uniform records in so far as 
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that was possible, and in 1947 there was a revision 
to some extent in the formula, dropping out of it 
a provision which related to the particular loss 
experience of the individual banks, The formula 
then became applicable to all banks on the same 
percentage basis, This carried ae pretty well 

° 

until 1954, subject from time to time/eliminating 
from the base certain types of assets such as 
government guaranteed loans and bank guaranteed 
letters of credit, corporate stocks, and such things 
as we felt should not come under the particular 
reserves. 

This formula was then tabled in 
1954, and established at that time in general 2 per 
cent on Government of Canada bonds, 3 per cent on 
provincial bonds, 5 per cent on other securities, 

5 per cent on specified loans, and 5 per cent on 
long foreign exchange positions. 

I should like ta; interject here that 
to a considerable extent the reserves permitted 
against bonds of Canada and the provinces was meant 
to be a valuation reserve. The Act then called 
for these bonds to be stated in all financial 
statements of a bank at not more than the market 
value. Few further changes were made to 1957. 

In December 1956 the Bank of Canada, with the 
approval of the government, and its own auditors, 
decided that they would thereafter state Government 
of Canada bonds, and provincial if they had any, at 


amortized value rather than market value. 
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And upon doing so, turned over to the government 
Consolidated Revenue Fund an amount of about $42 million 
if I remember rightly, which they were holding in 
reserve on these’bonds. 

Following this action on their part, it was 
decided to take the same action in regard to the 
chartered panks, and it was done by Order-in-Council. 

I might say that this has been a privilege, 
if you will, that insurance companies have had since, 

I think, 1950 or 1951, when their Act was changed to 
permit -- but hot to require -- the insurance companies 
reportthese bonds at their amortized value. Consider- 
ation was given to whether this should be permission 
ora requirement; and the gaeee tere decided it should 
be a requirement in order that all banks should be 
reporting on a uniform basis. If it was permission only 
it is probable that some banks would put reserves 
against these bonds while others maybe would not. In 
any case, the formula was changed and this released a 
Substantial amount of specific and general reserves 
against these particular types of securities. This was 
the major change for some time. 

I think the next change came at a later date; 
yes, in 1960, that was the date on which we introduced 
the present formula for determining the annual maximum 
reserve percentage. The method of calculation is 
explained in the note in the submission. At the same 
time, other changes in 1960 provided that Lall specific 
reserves on related assets were to be deducted from 


the maximum par and that any surplus reserve over par 
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at the end of the fiscal year was to be added to the 
fiscal profits of that year. That is the history of 
the formula that is in force today. 

Now, to carry on, unless you wish to ask 
me questions on that. With regard to your first 
question, the United States first put the formula into 
effect in 1947, a matter of two or three years after 
we did, and they were apparently -- and stil] are; 
apparently -- prevented from having a general loss 
formula for all banks in the country because their 
Act Specifically prohibits contingency reserves, and to 
permit the banks or to permit a ruling which would give 
the banks a uniform formula would require, I understand, 
an amendment to their Internal Revenue Code. They 
Started off with a formula which gave to individual banks 

average 
three times their/loss experience for the twenty years 
ending with the current year. 

In 1957 I believe they changed this to any 
twenty consecutive years, because the banks pleaded that 
they were moving out of the twenty year period, out of 
the heavy loss experience, 

The result of this is rather fantastic. You 
et individual banks in the United States which have 
@ loss experience now of perhaps 2 per cent, and the one 
across the street may have a loss experience of 6 per cen 
I am speaking of not the loss experience, but the 
permitted average, and this results from what happened 
some thirty to forty years ago and not from anything 
that the present management has had to do with at all. 


We rejected this idea, as I say, in 1947; we didn't 
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1 think this was an equitable arrangement, and we were 


2 able to reject it because the income tax law gave scope 


c to that effect. 


4 At the present time this matter in the States 
s has been under review, and the recent report of the 

6 Comptroller of the Treasury, Mr. Saxon, recommends that 
7 the Act be amended and that a universal percentage be 

8 used for all banks in the country. This, as a matter 

9 of fact, has been the recommendation in,. I think, every 


report of the Comptroller of the Currency that I have 
read in the past five or six years, because of the 
inequities that have arisen through the Act as it is 
today. To the best of my knowledge Canada and the 
United States are the only eauntrres that do give 
generally bad abt reserves to the banks, and which 
may be created out of taxable profits. 

COMMISSIONER BROWN: In the United States 
the calculation is in addition to the specifics? 

MR. ELDERKIN: No, I am afraid that the 
gremlins got into my report, because in the original 
report I said in addition to specifics,because that 
was the information we had at the time, but later I 
checked through our . mission in Washington and they 
informed me that this is no longer the case, that the 
general reserves include any specifics, which is 
identical with ours in that respect. 

COMMISSIONER BROWN: Have you by any chance 
made a comparison? By this I mean if youran the 
American formula over the Canadian banks, how close 


would it agree? 
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MR. ELDERKIN: Are you asking as to 
individual banks or as to the System which we use on 
a national basis? 

COMMISSIONER BROWN: On a national basis. 

MR, ELDERKIN: Yes, it would be considerably 
lower in Canada, and this is quite understandable 
because the loss experience in Canada was probably 
lower than it was in the United States anyway, for one 
thing, during the 1930's and they are using an average 
which includes the 1930's. If we used the same average 
here for a twenty year period and ended in 1947, we 
would come up with a ratio of .572; if we used the 
average loss experience,or if we used -- 

COMMISSIONER BROWN: .572 for three years 
would be --- 

MR. ELDERKIN: Or three times that. 

COMMISSIONER BROWN: Three times that, which 
would be 1.716. 

MR. ELDERKIN: However, the Internal Revenue 
Department in the States prepared another basis here 
in which they used an average of the annual loss ratios 
-- and this is rather a unique sort of calculation -- 
rather than an average of the annual loss experience, 
and this would produce in Canada the higher figure -- 
as it would there, of course -- which would amount to 
about .72. 

COMMISSIONER BROWN: It would be about 2.16? 

MR, ELDERKIN: Yes. 

COMMISSIONER BROWN: Now, do I gather, 


then, that the par that was picked on for the Canadian 
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System was more or less taken out of the air? 

MR. ELDERKIN: To start with? 

COMMISSIONER BROWN: Yes. 

MR. ELDERKIN: To a great extent, yes, but 
it was done after consultation with the banks and after 
consultation with bank auditors, and it took into j 
consideration such heavy loss experience as had been 
incurred by some banks, whereas in the average for the 
banking system it wasn't as heavy as it appeared, 

COMMISSIONER BROWN: At the moment and on the 
basis of the formula that is used, because of the 
relative experience ina 25 year moving average, the 
formula is declining at the moment? 

MR.. ELDERKIN: Yes. 

COMMISSIONER BROWN: Is there any thought 
that there is a level below which it might stabilize 
and that it will not go below a certain level? 

MR. ELDERKIN: Yes, there has been thought 
of that, Mr. Brown. The cehiviaeds has said that he will 
take a very careful look every year at the effect of 
the formula. However, it is not automatic to that 
extent; he can stop it at any level he sees fit to do. 
That is the reason I was very caret ajus t.rtorsa ysthat 
the formula will produce a figure, but whether it will 
be put into effect or not is something which I don't 
Know at this stage. 

The advantage of the formula as it is, if 
you have a moving average formula, is that the banks 
know about it in January of every year as to what is 


likely to be the percentage for the year. In other words, 
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we can produce this figure within a month, after we 
get the annual statements from the banks, because it 
is based on the history of the previous 25 years, 
COMMISSIONER BROWN: It is obviously a 

point on which it is very difficult to arrive at any 
conelusion with any judgment as ob Aeipe way to do it; 
you try and guess? 

MR. ELDERKIN: mire de you are the seventh 
son of a seventh son or Something like that. It is 
difficult; there is just no scientific way of establishing 
what the reserves should be. 

The Minister has felt for some time that we 
Should have a good historical background for this figure 
and has felt in view of the fact that the loss experience 
for this particular selected period -- it doesn't need 
to be perfect by any means -- indicates a drop in the 
requirements, it should be given effect. 

COMMISSIONER BROWN: Now, there are three 
matters involved in this whole question of a reserve; 
one, the distribution of the allowable, | , 
and this comes into focus with respect to the question 
of allowing it before income taxes, and the second one 
is the. question of permitting it before income taxes 
-- which is not permitted in some jurisdictions -- and 
the third one is the question of secrecy. 

There has been quite a lot of discussion 
in the United Kingdom and in the United States on this 


matter of secrecy; would you like to give us the 


picture as it exists at the moment in the United States? 


We know the situation in the United Kingdom because 
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there was a Royal Commission which brought forward some 
of this. 

MR, ELDERKIN: Yes. The majority report 
on non-disclosure. 

COMMISSIONER BROWN: And there is the other 
thing in the United Kingdom -- and this has to do with 
income tax, -- that in the United States it is on the 
same basis as in Canada, where there are tax exempt 
reserves? 

MR. ELDERKIN: Yes. Well, the only thing 
vhat I can add as far as the United States is concerned 
is that the Federal Reserve has for some years advocated 
the disclosure, ‘ibut there is no law which requires it 
in the United States that I know of. It has bean the 
practice of many banks to disclose their reserves for 
a good many years, and the Saxon Report, .to. whieh ot 
referred earlier, has come out with a recommendation 
for full disclosure af the reserves. 

In 1954 I made the statement that disclosure 
in some cases may be a poor idea because of the wide 
fluctuations which take place in the reserves. One. 

cause of the fluctuations -- and a very substantial 
cause -- has been eliminated in taking away the reserves 
on Government of Canada and Provincial securities. This 
did cause very substantial fluctuations, and quite ofte 
at that time fluctuations which ran into, perhaps, 
$100 million in pricing these.securities at the market. 
That, of course, is no longer a factor because the 
Securities do not require reserves by law now. 


Fluctuations will still take place, of course, but not 
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to the extent that they would have before. 
COMMISSIONER BROWN: Well, in the United 
States is there any publication by the Comptroller of 
the Currency or other authorities? 
MR, ELDERKIN: The Comptroller of the 
Currency publishes the total amount of the inner 
reserves of all national banks at December 31 in each 
year. That report comes out many months later, of coursé@. 
Last year it was just about 2 per cent of the total loan : 
Now, it might be quite a bit different than 
ours in this respect, .as. our reserve covers not only 
loans, or certain loans, but it covers certain letters 
of credit, and covers all securities outside of those 
of Canada and the provinces. | 


weir reserves cover “only certain types or 


loans, and the way in which the Comptroller's teport is 
written, he says "Two per cent of all loans", I am 
not at all sure whether he is talking there of related 
means, Of gil tOans.” I think it is 2 per cent ofall 
loans. It may be higher with regard to what we would 
call velated loans. 

COMMISSIONER BROWN: May I ask a question? 
In view of that, in the United States, a tax-free item 
would, on the whole, be relatively much less than it 
would in Canada? 

MR, ELDERKIN: On an average, Mr. Chairman, 
but it could be very substantially higher than it is in 
Canada in the case of an individual bank. 

THE CHAIRMAN: Yes, but in view of the fact 


that the reserve is only against a certain portion of 
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the assets as compared to what tt is in Canada. Am I 
right in that? 

MR. ELDERKIN: Yes. They are not allowed a 
reserve against letters _of credit unless the credit is 
in default, and they are not allowed a reserve against 
any securities unless the security is what is considered 
to be a bad debt or a partial bad debt. 

I might just interject here, too, that in the 
United Kingdom, where only specific reserves are allowed 
against loans, no specific reserves are allowed against 
Securities unless the securities are realized. 

COMMISS TONER BROWN: Do you see where 
disclosure here, either on an overall basis or an 
individual basis, would hurt the banks? 

MR. ELDERKIN: I don't know that it would hur 
the banks, Mr. Brown. There are quite substantial 
fluctuations in these reserves even now. Whether this 
would be misinterpreted by the public, I don't know. 

It would certainly please the security analysts if you 


did this. 


heehee Cie as 


el thbets srt wae gibeta 10 ® rest f 3! 
| fannge, evasines & beetle ton esa youd bite. a 
— ak taste a winwcot om? Beata ssa 09a 
«tds bec Lwitasq 8 10.ddeb t 
Sct mt dads Oot sie toslretat saul tdgia I "4 
areas aavisees ol tices ying avedw . ‘a bic zi 7 
teatags: Qawalls:.ons aeveeret sitiqsge oa rates cm 
beaten ats csitiawose add seetau vette uo 
sted S32 Woy off - MNO MAMOLSSTMMOD = : 


| 
. 
) ta “0 elesd [lpneve de wo wodtte ,sasd om Lie 
| | Tedmwed of? dowd bivow jalead Leubbvi! 


begat bitow SL dete wend hob tT *WORAC Ta x DD 


| 


| ebitt eetdedW i wou.esve eeVvisset aleat + 94 arnold aude 


Leliegsedve e¢tup ore saatZ Fi toed «i “a 7 


womN Z'aob. I ,oiiduq ed? y@ oeteigiergielmn od 6f5 yOW 
é : c. he =a. = : 


uoy tf adavieas Ydinvoss, ene epesig ylnlsdasd bine. 3 


. | ore A 


“— 


|“ ie 
| " | » 1 ete Lea 
‘ : aay? “A a 


- = rn 


Nethercut &é Young 8573 - 


Terente, Ontario 

COMMISSIONER BROWN: We are not 
necessarily working to please the security analysts, 

MR, ELDERKIN: It is rather difficult 
tO say. If you came to.a period of a heavy run down 
On reserves because of losses, it might have some 
effect on the public, It might have more effect 
on the thinking of the bank management itself. There 
are advantages and disadvantages, and I would not 
want to weigh them too closely. 

COMMISSIONER BROWN: Is there any 
evidence that the American banks which do publish 
these figures have suffered at all from such publi- 
cation? 

MR. ELDERKIN: I can't document an 
answer to that; I have not heard of them. 

COMMISSIONER BROWN: Perhaps I should 
rephrase my question, and ask you if you have seen 
any public comments which would indicate that there 
had been a reaction against any individual American 
bank which had published its figures and had suffered 
or experienced fluctuations, 

MR. ELDERKIN: No. It must be 
remembered, however, that we should take into con- 
Sideration the fact that they have been going through 
a period of good profitability, as we have been here, 
for a good many years, and reserves could not have 
suffered very much at any one stage. 

THE CHAIRMAN: Do you know of any 
particular group of people, that is interested people 


such as depositors or shareholders of banks, who are 
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dissatisfied with the secrecy attached to the inner 
reserves? 

MR. ELDERKIN: I don't know that I vould 
mention a group, except the securities analysts, of 
course, I have never heard any protest from share- 
holders or depositors along that line. 

The great argument in favour of 
disclosing the figures is possibly to give a truer 
valuation of the bank and to its shares, from the 
point of view of the public. 

I might say also that there is an 
accounting factor here as well. The recommended 
American practice is that all assets should be shown 
at their book value -- that is gross -- on the asset 
side, and that all reserves should be shown on the 
liability side of the balance sheet as a capital 
reserve. Now, it is perfectly feasible, by means 
of write-downs or write-backs into this capital reserve, 
to keep it on a reasonably stable basis, unless you 
are running into something that you can't take care 
of in that way. This is an accounting problem. 

COMMISSIONER BROWN: In other words, 
the analysts might be just as confused .... 

MR, ELDERKIN: You might end up 
with being just as confused as you were in the 


first place, yes. 


THE CHAIRMAN: I was curious to know 
whether any people who had interests in the bank from 


the point of view of shareholders or depositors have 


lodged any complaints with you. 
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1 MR. ELDERKIN: We have had several 
| 2 complaints, but I don't know how you would classify 
3 the people who sent them in, as to whether they were 
4 shareholders, depositors, or just persons who were 
5 interested in studying the values of the banks, 
6 You can get a complaint to the effect that the bank 
7 is burying profits which should be shown to the share- 


8 holders, to the public and to the depositors. ui 


9 cannot say that outside of these people who are 
| 10 interested in analysing security valuations. that 

11 we have a group who have had any complaints. 

12 If the recommended practice in the 
13 United States were adopted you would see a fairly 

14 substantial jump in the relative size of the balance 
15 sheet. 

16 COMMISSIONER BROWN: That would off- 
“7 set this in part by showing a reserve for potential 
18 income tax against it. 

19 MR, ELDERKIN: It would do that, yes. 
20 The recommended American system is also that the 

1 operating statement should show the income tax that 


22 would attach to the profit which is transferred to 
23 reserve, if full income tax were paid on it, and to 
| ed off-set that with a reserve for future income tax 
in the general loss reserve errors This does in 
effect give yee a truer picture of the year-to- 
year operations, 
COMMISSIONER MACKINTOSH: Except that 


the income tax in the year in which the addition was 


made to reserves is the only income tax that can have 


yaw: wie a 


—— ae | 


‘. 308 ot oa Dam tig oct ody 
98 00 oyobg, ened to sbtasuo tadt yee 
| 
| 
| 
| 


tasty snoktaw ley Ytiiwoes anteyless ot bese 
» BSetke Lame vas bed evad odw quors Beyad 


aid at sottoaug bebneminoes edd a. bee 


Viiis? 2 sea biyow voy betgob, anew eetsye. =jeay 
SaRelad sat to acts evitelst sc? al, qmt, ieltags 2 


‘amon 


he ly 
fsiinasgog tol svisser s gatwone yd ttsq at etdt tea” 


soreta 


“Tho Eivow tact ;MWORE ABMOTERZIOIOD 7 
ti -dantegs, pet B mr 7 2 

|  ,8eY .@ed¥ ob buwow ff COE. fit hn 

: | 

en’: Jade oels at assay peevena be breammooss exit | 

j 

. tac xed empoat ad¢ wos b.Livesia tnomedste savanags : 


ov Berrie tenan! ef dotnw tPtouwg ett ot doasds betes 


of Sas ,Ji aso blag oxow “et ectoomt [Ly tz ,SVIsE98% 


: 

| tat socal suite 20% evasest a doiw sade 1$4-i%¢0 

| #. €90D BEAT .tgueooe #ruanes esol istensg eng ate 
J 

"Oo-THey SiF Io stytelg wut » eqadreq avig ¢oette | 


: | | sbtodiszege tasy | 
| tect tysoex  sHecmetoam emnoreemes0 ales 4 
' 
SEN nolasbhe sit dotdy mt aay sd? gt net. omopal wnt 


og} (RIM ME: FEST 483 Suomt xine an? 21 sexeeheg Of: shall 


Nethercut & Young az: 8576 coed 


Teronte, Ontario 
no relevancy to the ultimate value of that reserve, 
You do know that whatever income tax period it comes 
under, it is not the one for the year in which the 
additional reserves were made. Is that right? 

MR. ELDERKIN: At the present time, 
you don't know from the income tax reported to what 
extent it is relevant to the current operations and 
to the transfers, if there havatided transfers, You 
can make a pretty close estimate of that, but you 
don't know how much, for instance, of the transfers 
to inner reserves might have come out of non-taxable 
profits, nor do you know how much of the transfer 
from inner reserves came out of tax-paid reserves, 

So, you are not quite sure at the 
present time, although you can make a pretty close 
estimate, as to how much is applicable to the present 
year and how much is not. 

THE CHAIRMAN: We will recess now 


for fifteen minutes, 


--- Recess, 


THE CHAIRMAN: We will resume now, 
COMMISSIONER MACKINTOSH: May I ask 
a question to clarify a point before Mr. Brown resumes? 
This may be a question you are unable to answer, 
You mentioned that by a somewhat 


a@ifferent formula trust companies were able to set 


up contingency reserves that had some similarity to 


those of the bank. Are there any other classes of 
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businesses that are permitted under the income tax law 
contingency reserves to which additions might be made 
before tax? 

MR, ELDERKIN: I don't know of any, 
Dr. Mackintosh, that are spelled out in the we 
However, there is permission in the Act, in effect, 
for the Minister to allow certain types, not specified, 
to have non-taxed reserves, This is a matter of 
his judgment in many cases. 

COMMISSIONER MACKINTOSH: So this is no 
unique -- neither for the banks nor for the financial 
institutions? 

MR, ELDERKIN: I think it has always 
been part of the Canadian Income Tax Act -- certainly 
as long as I can remember -- that some discretion 
was left with the Minister of National Revenue to 
permit this type of reserve, A part of the banking 
System is that the Minister of Finance has that 
responsibility rather than the Minister of National 
Revenue. 

COMMISSIONER MACKINTOSH: Before 1944, 
or thereabouts, did the privilege which was accorded 
to the banks come from the Minister of Finance? 

MR, ELDERKIN: No. 

COMMISSIONER MACKINTOSH: It came 
from the Minister of National Revenue? 

MR, ELDERKIN: Yes. 

COMMISSIONER MACKINTOSH: Just like 
any other company. 


MR. ELDERKIN: That is right. 
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COMMISSIONER MACKINTOSH: Phahic yout 

COMMISSIONER LEMAN: Before we leave 
that subject, Mr. Elderkin, may I refer back to the 
answer to a question by Mr. Brown a few minutes ago 
when he asked you if the reserves had to be disclosed, 
what would be the effect? You made reference to 
its influence on management. One of the important 
arguments made is that it might inhibit management 
in its loan policy. Can you tell us a little bit 
of how you believe this would come about? Do you 
believe it would be much of an tha Uae pho toy 

MR, ELDERKIN: Well, this would | 
depend on another factor, namely, how substantial 
their tax-paid reserves were. If they were well 
protected there, the reduction in their non-taxed 
reserves might not influence their lending policy 
to any great extent. If all reserves were getting 
to a low point, it might influence management. It 
would depend on the point of view at this stage, as 
to whether management felt that the low had been 
reached and that there wouldn't be any further impair- 
ment in the reserves, that they could afford to go on 
with the same policy they had been using in the past. 

COMMISSIONER BROWN: Has it been an 
inhibiting factor in the United States? 

MR, ELDERKIN: I couldn't answer 

paid 

that question. There are no tax/figures there; nobody 


Outside the bank knows, 
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COMMISSIONER LEMAN: But were you referring 
to secrecy when you were discussing as to whether they 
were tax paid or non-tax paid? 

MR, ELDERKIN: Again, this is difficult to 
answer accurately because we have passed through 20 
odd years of very good earnings, both here and in the 
States. Certainly, since the publication of loss 
reserves in the States has taken place I do not think 
they have been affected very Seriously by the extent 
of their losses. 

COMMISSIONER BROWN: Let us put it this way; 
has there been noticeably a more conservative attitude 
on the part of the managements of those banks in the 
United States that publish their reserves as compared 
with those banks that do not publish their reserves? 

MR. ELDERKIN: I am not competent to answer 
that question, Mr. Brown. I do not know. 

COMMISSIONER BROWN: When the insurance 
companies were with us we had quite a discussion about 
the lock-in effect of using amortized values of certain 
assets, and in talking about the use of :amortizing 
values with respect to Government of Canada bonds in 
the chartered banks you made reference to the fact 
that the insurance companies had had this same privilege 
for some time. Has this had the same effect on the 
chartered banks? 

MR. ELDERKIN: No, I do not think it has had 
any effect in that way whatsoever thet I have observed, 
Mr. Brown. When the banks are required to sell bonds 


either for purposes of re-investment iN, perhaps, more 
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1 profitable issues, or for re-investment in meeting 
| 2 loan demands, I do not think there has been any great 
3 hesitation just because they are going to take a loss 
4 on them. 
5 COMMISSIONER BROWN: Against which they have 
6 mot & reserve set-up. 
7 MR, ELDERKIN: That is right. I have never 
8 seen any evidence of it since that change was made 
9 there. 
10 COMMISSIONER BROWN: From the point of view 


11 of their longer term bonds there must be quite a 


12 difference at the moment between amortized values and 
13 Rae 
B14 MR. ELDERKIN: When the turnover comes it 


15 depends upon when they got into them... I think in most 


16 cases you will find, Mr. Brown, that when this partially 


17 forced liquidation takes place it would take place as 


18 far as possible in the shorter term. 

19 COMMISSIONER BROWN: It always seems to be 
20 at a time when reserves are high and bond prices are 
1 low, and it seems to me that this would cause even 

22 greater reluctance on the nt of the banks to take 
23 losses in order to make loans when they would have to 


24 take this loss at a time when they have not any 


25 reserve to counter it. 

26 MR, ELDERKIN: I do not think we can talk 

7 entirely in that context. The banks may have more 

28 than sufficient -- and are likely to have more than 
§ sufficient -- current earnings to offset that loss. 


30 The fact that it is not chargeable to a reserve I do 
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Terente, Ontario 
not think influences them very greatly at this Stage, 
Also, perhaps, there is a factor of competition here 
as well. If one bank does not sell its bonds to take 
care of its customers then another bank is likely to do 
So. 
COMMISSIONER BROWN: You did refer to the 
Saxon report and its recommendations. Was there not 
some comment in the Saxon report about adequate reserves® 
MR, ELDERKIN: In some cases I think SO, Dis 
not in general. In the Saxon report there were two 
figures given; there was one bank with a 2s per cent, and 
another bank with a 64 per cent permitted maximum reserv 
I do not recall offhand any statement to the effect that 
any particular bank had insufficient reserves, but’ in th 
very recommendation that was made, namely, that. of, a 
general reserve percentage greater than the maximum 
Some banks now had, it was indicated that they felt 
these might be less than sufficient. 

“One has to take into consideration there two 
factors that enter into it. One is presumably any flat 
percentage which they recommended must have in mind 
taking care of a great number of small banks in the 
case of which the impact of losses on a ratio basis is 
liable to be greater than it is in the case of a bank 
which has a very large loan portfolio. 

The second one -- and perhaps I should not 
mention this -- is that the committee was composed 
entirely of bankers, and there might have been some 


bias there, 


COMMISSIONER BROWN: I thought they made a 
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recommendation about reserves being gradually built up 
to 5 per cent? 

MR. ELDERKIN: That is correct. The gradual 
build-up is something that they have had in their 
regulations before. As a matter of fact, ities? tr the 
Income Tax Act in the POVRASh permitting trust 
companies a reserve of 3 per cent. They can only build 
on -a@ graduated basis. I think it is oherneie of one 
per Cent” per-year but’ I’ am not quite sure of that 
figure. We have never considered that necessary in the 
banking system. We felt that if there was any deficienc 
below the permitted maximum that the banks should be abl 
to restore it as quickly as possible out of their curren 
earnings. This Saxon report, I think, calls for one- 
half of one per cent per annum until they build up to 
> per cent, which I think is quite similar to the trust 
companies! 3 per cent procedure. They can go up to 3 
per cent. 

COMMISSIONER MACKINTOSH: There is a small 
point there. If one were to assume that any particular 
bank was up to its ceiling on contingency reserves, and 
that when it fell below them it could get back to them 
in 3 years, the only place there would be any distortion 
of income in reporting would be in something less than 
the 3-year average. You would just be moving back and 
forth between that number of years? 

MR, ELDERKIN: That is right. 

COMMISSIONER BROWN: Have any of the other 
commissioners any further questions on this matter of 


reserves? There is a reference in the Bank Act to 
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i requiring a two-thirds majority vote of the 
2 directors present at a meeting where a loan above a 
3 certain size is being considered to a corporation of 
4 which one of the directors is a shareholder. Would you 
5 see any benefits to having a-somewhat similar procedure. 
6 to that applicable in at least certain states where ther 
| is an absolute ceiling relative to the capital of the 
8 bank concerned on loans to any one customer? 
9 MR. ELDERKIN: I do not think so in Canada. 
We have never felt it was necessary here. It would not 
be similar. toa unit banking system in this respect. 
I know of 5 4 ae outside of the United States 
that have this, Italy, I think, has a limit of 20 per 
O6nt,-andslifaleremember correctly, .in,Denmark.it,is 
35 per cent, to any one customer. I have never seen 
any occasion here when any such loan would endanger the 
financial standing of the bank. In many cases these 
very large loans are of a quite temporary nature. They 
are usually pre-issue loans waiting for the security 
issue to pay them out, or they are for refinancing in 
one way or another. I, myself, do not think that a 
limit on individual loans is at all necessary in Canada 
with a national banking system. 

COMMISSIONER BROWN: Under the Bank Act, as 
I recall it, the only statements that the banks are 
required to submit to their shareholders are balance 
sheets, and the earnings statements are fairly general. 
On the other hand, you publish in the Canada Gazette 
more detailed statements for the banks as a whole. Is 


there a disadvantage in requiring statements in this 
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sort of form to be published by individual banks? 

MR. ELDERKIN: I think the viewpoints of the 
banks here are more important. They are certainly more 
important from their own point of view. Publishing 
individual statements in the form in which we publish 
them in the Canada Gazette, and table them in the House, 
would, of course, disclose the entire earnings of the 
current year, which is something that is not disclosed 
at the present time. In other words, this type of 
statement will produce the amounts transferred to inner 
WebSRI Es | We publish totals transferred out of inner 
reserves, and the net value of the two. Since you can 
obtain from the other statement the amount transferred 
out of the reserves you can get the amount that went 
ni 

COMMISSIONER BROWN: Yes, I can see that 
there has been some change in the principle of inner 
reserves. ; 

MR, ELDERKIN: You would also get the loss 
experience of that bank in the current year, It would 
be a very simple calculation. 

COMMISSIONER BROWN: With respect to the 
statements that are published weekly and monthly by 
the banks, and which we discussed with the banks, and 
which they said they had nothing to do with because 
it was a requirement of the Act, there is this question 
of provincially guaranteed loans. With debentures or 
bonds there is a distinction in the sense that the 
provincial category also includes provincial guarantees, 


and corporate bonds are shown separately. When you get 
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1 down to loans, the loans are just loans to provinces, 
2 and the loans that are provincially guaranteed are here 
3 shown under corporates. I notice that in another list 


4 that you filed here you show the distinction. Under 
public utilities, transportation and communication 
companies there is a distinction as between those 
guaranteed by a province and others. I am wondering 
what is the logic behind having a loan that is guarantee 
by a province to a corporation -- say, to a railway 

or a public utility -- placed under"Corporations", 
whereas once it becomes a bond it comes under "Provincia 
Guarantees", 

MR. ELDERKIN: I think, insofar as securities 
are concerned, Mr. Brown, it is a matter of, perhaps, 
the viewpoint of liquidity. It may be thought that a 
provincially guaranteed bond is equally as liquid -- 
there is a ei tent difference in price, perhaps -- as 
a provincially issued bond. When we get into the 
classification of loans we like to consider that loans 
guaranteed by a province, but not made directly to it, 
are a type of business loan for the carrying on of a 
business operation. That is about the only reason I 
can give you for the differentiation between the two. 

AS you can see, we at least make one break- 
down, and actually this is by far the major breakdown, 
as you can imagine. The remainder of the provincially 
guaranteed loans are very, very small outside of the 
public utility fields. There are some, I might add, 


that are guaranteed in effect, but not in fact. 


I am referring, for instance, to loans to a liquor 
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commission, which are also considered to be commercial 
loans. 

COMMISSIONER BROWN: They are more liquid, 
is that right? 

MR, ELDERKIN: Yes, much more liguid,. 

THE CHAIRMAN: In paragraphs 22 to 4O of your 
Submission, Mr. Elderkin, you describe the three levels 
of bank inspection and supervision -- internal, share- 
holders! audit and your own operation. I understand 
that your view is that the present arrangements provide 
adquate protection to the public. I think you did 
indicate that. 

MR. ELDERKIN: ) Yes, I think so. I think we 
have about as complete an inspection procedure as I 
have been able to find at any place in the world -- 
that *is ~ ‘by statute, at least. 

I do not want to draw invidious comparisons, 
but in the United States there is no statute, outside 
of those of some of the individual states, which lays 
down the requirements of inspection other than those 
of, perhaps, the Comptroller of the Currency and his 
own inspection. So far as the public audit is con- 
cerned, or the internal audit is concerned, it is left 
entirely to the discretion of,the bank as to whether 
it is done by the directors or Hike by independent 
auditors. As a ee of fact, the Saxon report 
continued this recommendation, much to my surprise. 

THE CHAIRMAN: Can you elaborate a little 
bit upon your own functions as Inspector General. Give 


us an idea of exactly how you operate including some 
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details of your very effective staff, 

MR. ELDERKIN: Well, my very effective staff, 
end.the size of it, Mr. Chairman, is to a great extent 
due to the powers which come to the Minister under the 
Bank Act to influence, if necessary, the audit carried 
out by the shareholders! auditors. Of course, this 
authority flows down to me. In other words, I can 
prescribe any additions to the audit procedure that the 
auditors carry out, and they are required to do 
them. | 

We have no authority -- and we would not 
exercise it if we had -- to reduce an audit procedure 
which the auditors decided was necessary. We know what 
the auditors have done in all cases because we have on 
Pile the audit procedures that are being carried out, 
and we do check them from year to year to see if any 
changes have taken place in the level of loans that are 
examined, andinthe amount of inspection which is done 


at branches of the banks in various large cities. 
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1 Further, I have the authority to examine 
2 the working papers of the auditors after they have 
3 completed their work. This is not done physically 


4 but it is often done verbally in discussions with 
5 them. 


6 As far as the actual work of the office 


7 is concerned, it therefore is possible to bring it 


8 down to a system which enables us to avoid duplication 
9 in so far as this is possible to accomplish. We re- 
10 ceive monthly reports on many things such as the 

11 larger loans, not by individual loans but by amounts 


12 and number, and s0 on, and we receive quarterly reports 


13 on classifications of loans. This we consider quite 
14 an important type of report because we are watching 
15 the fluctuations between various classifications, and 
16 if one seems to be Pye tie Geeta active and perhaps 

17 out of line we start to make inquiries as to why 

18 this has occurred. 

19 We receive half-yearly reports on the 

20 securities held for investment and in trading account 


7 by the banks, together with their market valuation, 

22 which is checked at this end as well. 

23 As for physical examination, as I mentioned 
«a4 before, last year we received a very substantial 

25 number of reports, 3,200 in total, covering individual 


26 loans with an aggregate of more than $4,100 milliay Thes 


4 reports, as I described to Mr. Leman a short time ago, 
28 | contain a substantial amount of information as to 

» the latest balance sheet and profit and loss statements, 

30, and also as to security and as to satisfactory or un- 
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satisfactory operation. 

These are scanned very closely at the 
office and if any of them show any signs of weakness 
that can be determined from the ener they are 
then put to one side for the physical examination 
which takes place at the head office of the bank. 

There the files are presented, and these files in 

our system are very informative because they are likely 
to contain the comments of the branch manager, 

district supervisor, the head office credit officer, 
and the assistant or perhaps the general manager. 

We then discuss these with credit 
officers and with executive officers to see what 
steps are pelne taken to put the account in a satis- 
factory condition, 

This is the main physical operation at 
the head office, with the exception of examining, 
for the purpose of advising the Minister, the inner 
reserves of the banks to see if they have been kept 
within the prescribed limit, because he is charged 
with the responsibility of informing the Minister 
of National Revenue if they have exceeded the limit. 
So, at the conclusion of every examination I am 
required by statute to make a report to the Minister, 
and part of the report is on the financial standing 
of the bank, and part of it is on the inner reserves 
of the bank. He then advises the Minister of National 
Revenue that in his opinion the bank has not exceeded - 


at least this has been true in the past ten years -- 


the prescribed limit on the non-taxed reserves. 
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COMMISSIONER LEMAN: Mr, Elderkin, does 


2 that mean that the Department of National Revenue 

3 does not have to perform any kind of audit in this 

4 field? 

5 MR. ELDERKIN: Not in the reserve field, 

6 Mr. Leman. No, this is quite separate. They do 

7 perform an audit and an assessment of what the bank 

8 claims as tax-paid reserves to see that the reserves 

9 have actually been tax-paid, but on the non-tax 

10 reserves the responsibility rests with the Minister 

il of Finance, 

12 THE CHAIRMAN: What are your responsibilities 
13 in connection with the inspection of foreign operations 
14 of Canadian banks? 

15 MR. ELDERKIN: Here again we receive 

16 regular reports, It so happens at the present time 

17 the ones during the year are channelled through the 


18 Bank of Canada showing the position in foreign 


19 currencies which a bank has, and once per year 
20 a very detailed report is received showing the position 
21 in sterling and U.S. dollars and other currencies, 


22 and the type of assets and liabilities that are 


23 involved, 


24 During its operations in a year a bank 


2 may possibly be shorton spot, but it is the practice 
26 of all banks to keep a net long position except for 
27 casual shortages which may occur overnight and that 
28 Sort of thing, but whenever they are shorton spot 


29 funds they will be covered by forwards, 


4 T can say that as far as all currencies 
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1 outside of sterling and U.S. dollars are concerned, 
2 the banks are required in the country where they 
3 are operating to keep a long position, to keep 
4 reserves quite often in local government bonds, et 
5 cetera, in what is quite commonly known as registered 
6 capital. 
7| We do not get any shortages in these 
8 places at any time, As far as the United Kingdom 
9 is concerned the requirements are not there but the 
10 banks do keep a long position practically all of the 
11 time, They have to in order to do the international 
12 business they are doing there, The same is true 
13 in the United States with some exceptions where the 
14 bank may be short on spot but will be covered by 
15 forwards. 
16 THE CHAIRMAN: Is there any degree of 
17 co-operation between you and the foreign authorities 
18 in your inspection of the foreign business of a 
19 bank? Have you any contact with the foreign 
20 authorities at all in connection with that? 
21 MR, ELDERKIN: No, and I do not think it 
22 is necessary, Mr. Chairman, because it is all on 
23 record in the head office of the bank. 
24 THE CHAIRMAN: How do you interpret the 
v5) Bank Act requirement that banks maintain adequate 
26 liquidity against foreign currency liabilities? 
27 MR. ELDERKIN: Just that, Mr. Chairman, 
28 that they must have on call or on hand sufficient 
29 liquidity to take care of their liabilities. 
30] THE CHAIRMAN: You operate with a smaller 
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staff than most other government institutions, I 


understand. 

MR. ELDERKIN: I am the white-haired 
boy sometimes, This goes back to what I said a 
while ago. in setting up our program we have 
endeavoured in so far as possible to use responsible 
shareholders! auditors, and they must be responsible 
under the provisions of the Bank Act, and we avoid 
duplication. We ask the banks to do a great amount 
of the paperwork that is involved. 

I told you a few minutes ago of the 
numerous reports that we get that are made out and 
furnished by the banks, and this of course obviates 
any necessity for sending staff in to turn them out 
at much more cost. In our setup here it would be 
very expensive to operate in any other way, for you 
would probably have a staff that you could keep busy 
for six months of the year and which would have very 
little to do for the other six months.of the year, 
Furthermore, I think this particular system is more 
efficient because you are having your reports prepared 
by people who are familiar with the work, and this 
leaves to you the responsibility of seeing that they 
are correct. 

THE CHAIRMAN: You have contacts with 
the Bank of Canada from time to time, have you? 

MR. ELDERKIN: Oh, yes, very definitely 


THE CHAIRMAN: And information is 


obtained from the Bank of Canada? 


MR. ELDERKIN: That is right. For 
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1 instance, if we are interested in something of an 
2 industry research, as we have been : sometimes in the 
3 past, I would turn to the Bank of Canada to see what 
. they have and how much help they could give me, and 
5 if they have anything it is always available. 
6 THE CHAIRMAN: Do you supply the Bank 
7 of Canada with information at all? 
8 MR. ELDERKIN: Certain informatinn 
9 passes through my office, yes. For instance, 
10 information regarding the classification of loans 
11 comes to me and then it is supplied to the Bank of 
12 Canada. information as to the classification of 
13 deposits, the combined statement of income and 
14 expenditure, et cetera, these things that you find 
15 published in the Bank of Canada Statistical Summary, 
16 you will note, are underlined by "Source, Department 
17 of Finance," which in this case means my office. 
18 - THE CHAIRMAN: Is that work which 
19 is perhaps not directly connected with your position 
20 as Inspector? 
21 MR, ELDERKIN: No, it does not relate t 
22 the direct inspection in every way,if that is what 
23 you mean, Mr. Chairman. 
24 THE CHAIRMAN: No, but if certain 
F225 statistics are available to you that are of interest 
26 to the Bank of Canada you would supply it as a courtesy 
27 would you? 
28 | | MR. ELDERKIN: I am permitted by the 
| Bank Act to give them any information which I obtain 


and which I see fit to hand over. 
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1 THE CHAIRMAN: There was some suggestio 
2 that your office should be attached to the Bank of 

3 Canada rather than to the Department of Finance, as 

4 it is now. 

5 MR. ELDERKIN: That is right. 

6 THE CHAIRMAN: Have you any views as 
7| to such a proposal? 

8 MR. ELDERKIN: This proposal has come 
9 up on several occasions in the past, Mr. Chairman. 

10 There are advantages and disadvantages either way 

11 you look at it. For the Bank of Canada it probably 
12 would be in many ways a distinct advantage to have 

13 the inspection carried out by one of their officers, 
14 They would be in very much closer touch and, to use 
5 a phrase, they would have a better feel perhaps of 

16 what was going on in the banking system or in 

17 individual banks if they could go in at any time 

18 they wished to obtain information, To go through 

19 this particular exercise would form a training ground 
20 for officers of the Bank of Canada. It would provide 
21 for the training of a successor, which is one of 

22 the weaknesses in the office at the present time. 

23 Because of the very size of it, it is not worthwhile 
24 trying to get any really competent person as an 

2 assistant during the normal tenure of office. Et 
26 it came under the Bank of Canada, possibly one person 
V after another would be trained to carry on and there 
28 would be no gap in the case of a casualty. 

29 Many of the advantages which would 


30 go to the Bank of Canada for having the office there 
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could also be obtained by giving the Bank of Canada 
the authority to obtain such informatinn as they wished, 
such as the Federal Reserve hasan the United States 
and such as the Bank of England has in the United 
Kingdom. On the other side of the coin there are 
several other duties assigned to the Inspector General 
of Banks in the Department of Finance. For one thing 
he is the banking adviser to the Minister. He or 
his office takes care of practically all correspondence 
affecting banking which comes to the Department of 
Finance, including inquiries and sometimes complaints, 
The Inspector General of Banks appears as a witness 
before Commissions on behalf of the government,: 

and likewise 
he appears before parliamentary committees under the 
same authority. 

His office compiles all the statutory 
returns for publication, and he advises and assists 
in the preparation of banking legislation. Iy4the 
office were moved to the Bank of Canada, there would 
have to be a certain amount of this provided for. “«" 


anyway in the Department of Finance. 


THE CHAIRMAN: Well, does information 
of a confidential nature come into your hands which 
might not be appropriate to send on to the Bank of 


Canada? 

| MR. ELDERKIN: We have some ground 
rules on that, as a matter of fact, Mr. Chairman, 
but it always raises the question as to whether I 


am any more responsible than is the Governor of the 
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Bank of Canada or his staff in connection with 
confidential information, It is questionable, 

THE CHAIRMAN: What are the ground 
rules? 

MR. ELDERKIN: We do not normally 
pass over information regarding individual accounts. 
That is about the only ground rule there is. I do 
not say we never do, for sometimes we practically 
have to when explaining some large differences which 
occur, but ordinarily we do not furnish any written 
information regarding individual accounts, 

THE CHAIRMAN: Have you any views 
as to whether the Bank BN ade should be provided 
with information of that kind as to individual accounts 

MR, ELDERKIN: I think the Bank of ? 
Canada is very much more able to answer that than I 
am. As far as I have ever known, the only information 
regarding individual accounts they have been interested 
in has been in connection with an explanation of 
a particular trend that has been taking place in 
the classification of loans, or something of that 
nature, If a very large difference appeared 
all of a sudden in a loan classification they would 
probably be interested in knowing whether this was 
something that was very temporary or whether it was 
something likely to exist for some time to come, 
whether it was a trend or just an individual instance. 


COMMISSIONER BROWN: I wonder if I may 


ask a question on this? The Act provides for what 


you do, and it says: 
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"efor the purposes of satisfying 

himself that the provisions of this 

Act having reference to the safety 

of the creditors and shareholders 

of the bank are being duly observed 

and. that the bank is in sound financial 

canattlort fand at the conclusion 

of each examination and inquiry 
“shall report thereon to the Minister," 
Have there been any protests by the banks about 
information that you bowie for this purpose being 
handed to the Bank of Canada for another purpose? 

MR. ELDERKIN: Sometimes banks Wave 
protested that they Se that information regarding 
individual accounts should not be handed to the Bank 
of Canada, yes, under the present circumstances, and 
this is partially due to the fact that the Bank of 
Canada has not-the authority to obtain this information 
themselves. 

COMMISSIONER BROWN: That is what I 
was going to ask you. Do you think it might not 
be more appropriate, if it was thought advisable in 
the public interests that the Bank of Canada should 
have access to such information, it be given this 
right itself rather than placing you in the position 
of having to give information which you receive for 
one purpose to another authority to be used for quite 
a different purpose? 


MR. ELDERKIN: I agree entirely. 
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COMMISSIONER MACKINTOSH: I would like to 
ask a question to clarify, perhaps, this section. 

You have given us, Mr. Elderkin, a very clear 
and useful statement of your own duties and the duties 
of the shareholders' auditors. I gather from what you 
have said, and other things, that the basis of a good 
desl of this work is the internal audit of the bank, 
and the bank's own inspection procedures. 

Are there any essential features of the 
legislation which tend to ensure the effectiveness of 
the internal audit, or how do you go about ensuring 
that the internal audit is effective? 

MR. .ELDERKIN: There is no legislation, Dr. 
Mackintosh; this becomes a responsibility not only on 
my part, but cree on the part of the shareholders! 
auditors. They have to satisfy themselves that the 
internal inspection procedure is adequate, and this is 
something that is very much in their mind as it Ls: alin 
mine, and which we discuss from time to time. 

In some cases the shareholders! auditors will 
attend with the inspectors at the large branches, 
particularly where there may be some security holdings 
and where the larger loans probably are held. 

Admittedly, a lot of the internal inspection 
by the bank's own staff is in connection with the 
operation of the branch, and whether there is any fraud 
or whether the branch is carrying out its proceedings 
and its business in a competent way and whether the 
reports that are being made to head office are correct 


in every way, and in operation the shareholders! auditor 
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| 1 take upon themselves the duty of seeing that this type 
2 of an inspection is being carried out. 
3 Now, I in turn depend upon the shareholders'! 


4 auditors to see that this is done because it is all 


5 part of their audit procedure and they couldn't, under 
6 a national system such as we have, turn out their report 
7 on the financial statement in the time they do unless 


8 they did assure themselves that the internal inspection 


9 was adequate. 
10 COMMISSIONER MACKINTOSH: I notice in 
11 the legislation that the Minister has power to disqualif 
12 any shareholders! auditor? 
13 MR. ELDERKIN: That is right. 
14 COMMISSIONER MACKINTOSH: Has this ever arise 
15 do you know? 
16 MR. ELDERKIN: No, not since --- certainly 
7 not since the 1954 amendment. Prior to 1954 -- if you 
18 aeuid like a little hisvory <~ prior to 1913 shareholder 
19 auditors were not shareholders! auditors at. all 30am 
20 effect they were appointed by the directors. Now, 
1 this continued up. until about 1923, when there was 
! 22 a takeover of a bank which would have failed otherwise 
23 and where it was discovered that there was very 
A incompetent auditing, both internally and by the 
| 95 appointed auditors. That is when the Act was amended, 
; 26 | as a matter of fact, to bring in shareholders! auditors 
> | of a standing which was satisfactory to the Minister, 
| and this immediately produced a situation in which we 
because as soon as competent 
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This also brought about the office of the Inspector 
General of Banks, too, the same year. 

Well, the first requirement in this respect 
was that there was a panel selected by the banks, and 
if the Minister did not disapprove of anyone on the 
panel, the banks might select any two of those persons 
to become the auditors. 

This procedure was changed in 1954 to the 
effect that the qualifications were Spelled out in the 
Act that he had to be a member of a provincial 
Institute of Accountants who had been in practice for 
at least six years, I think it is, and, of course, 'to- 
day all of the auditors of the chartered banks are 
senior partners of very well established firms of 
Chartered accountants, and therefore the filing of these 
voluminous panels was abolished, and now the legislation 
is in a negative form, that unless the Minister 
disapproves the appointment stands. The Minister has 
never disapproved since 1954, no. The Minister did, 
prior to 1954, on one occasion take a name off the 
panel. 

THE CHAIRMAN: When the Minister deals with 
a situation of that kind and he considers whether or 
not a name should be disapproved of, whose advice does 
he seek? 

MR. ELDERKIN: Mine, I guess, Mr. Chairman. 

THE CHAIRMAN: That is what I thought. 

MR. ELDERKIN: And sometimes the record in 
other respects but, as I say, this has never happened 


under the present --- not since 1954. It did happen 
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1 once in the previous ten years. 

2 THE CHAIRMAN: Well then, you scrutinize 

% the list of auditors who are active in this field? 

4| MR. ELDERKIN: Yes, we keep a continuing 

5 list of auditors. 

6 THE CHAIRMAN: What system have you for 

7 rating them? 

8 MR. ELDERKIN: You don't rate them; the Act 
9 Says that they must be members in good standing of a 
10| Provincial Institute of Accounting, and this is really 


11 the only qualification that they require, outside of 


12 the fact that they must have been in continuous practice 
13 for a period of at least six years. In effect, there 
14 is no need of further rating because, as I mentioned 


15 before, Mr. Chairman, without exception I think that 


16 these are senior partners in very well established 

17 accounting firms. 

18 THE CHAIRMAN: Well, if some of them were not 
19 senior partners, but in a much more junior position --- 
20 MR. ELDERKIN: Well, here is a matter --- 

21 THE CHAIRMAN: --- what considerations would 


22 you take into account in determining whether a certain 
23 person was qualified for that sort of position or not? 
4 This is a hypothetical question. 


MR, ELDERKIN: To a certain extent, yes. I 


R 


was going to say, being a chartered accountant myself, 


S 


2] you see, that I would believe any chartered accountant 
| 28 Was good if he had been in ‘ nractice for six years 
29 and had nothing against him up to that stage! 


30 THE CHAIRMAN: Well, it must be a very unusual 
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1 profession! 

2 MR. ELDERKIN: Oh, it is. 

3 COMMISSIONER LEMAN: Is their remuneration 

4 voted on at the shareholders! meeting? 

5 MR. ELDERKIN: Always at the shareholders! 

6 meeting. They may have supplementary remuneration for 

7 some individual investigation or exercise they may carry 


8 out if it is voted on by the directors, but not other- 


9 wise. 


10 This is one of the troubles that did occur 
11 in the past. It would appear that many years ago -- 

12 and this is very many years ago -- the so-called share- 
13 holders! auditor received remuneration in any form. 

14 It is now specified in the Act that payment has to be 
15| authorized by the shareholders for the general audit or, 


16 for other examinations,by the directors, 


17 The "other examination", Mr. Leman, almost invariably 
18 is likely to be matters of tax problems, and that sort 


19 of thing,which may arise. 


20 THE CHAIRMAN: Have you ever considered the 
21 possible advantages of having a single operation for 
22 the inspection and supervision of other financial 


23 institutions in addition to the chartered banks? That 


24 is, financial institutions that carry on deposit 

25 business particularly? 

%6 MR. ELDERKIN: Well, I gather you do not 

v4 want me to refer to the constitutional problems here? 

28 THE CHAIRMAN: No. 

29 MR. ELDERKIN: Well, if we take the chartered 
30 institutions, the other ones, of course, are the trust 
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and loan companies, insurance companies, small loan 
companies, and I don't know what audit procedure they 
carry out, and I don't know whether any substantial 
savings would be affected or not. In all these Tieids. 
you have to have a certain amount of expertise for each 
division, and whether it would be possible for the 
examining authorities to use the system which we use, -- 
if it were incorporated in the legislation -- I don't 
know, and I don't know what the results would be. 

There are some cases where it may be said 
that federal inspection crosses provincial lines, with 
the consent of the provinces. The Superintendent of 
Insurance is by legislation the Superintendent. of 
Insurance in three provinces as well: under particular 
provincial legislations. 

If we were getting into an examination of 
other credit institutions, such as credit unions and the 
caisse populaires,here again you would need some 
Specialization, it is perfectly true, and if this were 
constitutionally possible or arranged with the approval 
of the particular subject institution, it could be done 
but it would require a very major staff to do it, 
because you have such a widespread number of offices 
that you have to inspect, probably, unless you made 
Some arrangements whereby, in the case of the credit 
unions and caisse PpopulairS, that they functioned in 
very much the same way as the chartered banks by 
Operating through their centrals Hs their unions in 
Quebec. This is, I think, possible. 


THE CHAIRMAN: Have you any suggestions or 
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recommendations to make as toimprovements:. in the 
system of bank inspection and supervision? 

MR, ELDERKIN: No, but I have in the past 
at times. I think we have reached a very satisfactory 
stage, Mr. Chairman. 

THE CHAIRMAN: I don't know that it will be 
of very much service to put this question to you. 
That is, the difference in your view between the 
activities of so-called near-banks and those of the 
banks themselves, that is, as to their functions. First 
may I put this to you; what do you consider to be the 
peculiar function of a bank as opposed to other types 
of financial institutions? 

MR. ELDERKIN: Well, Mr. Chairman, I did 
put on record, as you know, a considerable number of 
legal opinions and legal decisions. 

THE CHAIRMAN: I was asking for your view. 

MR. ELDERKIN: Well, I would not be reluctant 
ae VOU WLI). in. saying ie I rather agree with what one 
authority said, that it is in effect a combination of 
accepting deposits from the irae: with an obligation 
to pay them out on demand by cheque, or order. This, 
I think, constitutes a primary function of the bank. 
There are very many others, as a matter of fact. 

THE CHAIRMAN: This is simply your view? 

MR. ELDERKIN: That is right, it is also the 
view of the --- 

THE CHAIRMAN: I am not suggesting it is 
your legal opinion. 


MR. ELDERKIN: Oh no. 
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THE CHAIRMAN: This is your view from a 
practical point of view? 

MR. ELDERKIN: Yes. I think I might read 
to you what a very oustanding authority has said on 
Pais. !P They is’ Mr; pol conbenabed who is considered to 
be one.of the finest constitutional law lawyers ‘we’ 
nave, and he said this in his sixth edition on Banking 
and Bills of Gxchange. He said: 

"orimarily the business of a bank consists 

in the receipt of deposits from customers 

| and the payment of its customers! cheques 
and this appears to be the consensus of 
legal opinion." 

THE CHAIRMAN: Well then, you would consider 
the deposit business the banking business? 

MR, ELDERKIN: The deposit business coupled 
with the chequing business. 

THE CHAIRMAN: Yes. Well, I was using the 
term broadly; that an institution that carried on that 
sort of business would, insofar as that part of its 
business was concerned, be carrying on a banking 
function, in your view? 

MR. ELDERKIN: It seems to me that that is 
2. 

THE CHAIRMAN: From a practical point of 
view? 

MR. ELDERKIN: Yes, from a practical point 
of view. I am not a lawyer; I can't give a legal 


point of view. 


THE CHAIRMAN: Well, it doesn't prevent you 
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from being right! 

COMMISSIONER MACKINTOSH: You do know what 
is under federal jurisdiction is banking and not banks? 

MR. ELDERKIN: That is right. Well, the use 
of the word "bank" is under federal jurisdiction. 

COMMISSIONER LEMAN: Mr. Edderkin, if as an 
institution you merely took deposits from the public 
and did not invest the money at all, and purely charged 
the customers for the service of managing the system 
without investing those funds and without making loans, 
etcetera, then, according to what you have just said, 
that would be a bank? 

MR. ELDERKIN: JI would say they were carrying 
on the banking business. I wouldn't say they were a 
bank under the Act. 

COMMISSIONER LEMAN: Would it be profitable 
if they charged their customers enough for the service? 

MR, ELDERKIN: That is right, if you could 
get anybody to operate on that basis, Mr. Leman. 

THE CHAIRMAN: Have you any view as to the 
limitations on the business of banking? For instance, 
has it been decided that banks may not carry on a trust 
business? 

MR. ELDERKIN: No, Mr. Chairman; the banks, 
as you know, are statutory corporations and they have no 
powers except those that are given to them by legislatio 
The peculiaritythat arises here is that the savings bank 
are chartered banks and the chartered banks are not 


chartered banks, because the only charter they have is 


the Bank Act, and their charters are repealed immediately; 
by the Bank Act, this charter that they receive from 


Parliament. 
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1 Therefore, there is always the question 
2 as to how far they can go in that catch phrase, if 
3 you will, in Section 75 permitting them to carry on 
4 business pertaining to banking. 
: I could be legally wrong on this, but I 
6 think it is questionable whether one could consider 
7 a fiduciary capacity as a business pertaining to 
8 banking. So far as business pertaining to banking 
9 goes, it has been described by several authorities, 
10 One authority has said that where it is referred 
il to in the Bank Act it is meant that the bank may 
12 conduct transactions and give agency services to 
13 customers where these are related in a reasonable 
44 manner to the fundamental operations of banking. 
15 If we take that der intet ont I think this 
16 rather eliminates the fiduciary capacity. 
17 THE CHAIRMAN: You have to look at the 
18 provisions of the Act itself and determine to what 
19 extent they might apply to any set of circumstances, 
20 MR. ELDERKIN: Yes. 
21) THE CHAIRMAN: It is quite different from 
22 a corporation that is formed ab al charter. 
23 WR, ELDERKIN: That is true. A natural 
a4 corporation has all the powers normally that an 
a individual would have, unless otherwise prohibited. 
26 THE CHAIRMAN: Are the Quebec Savings 


Banks by charter? 


MR. ELDERKIN: They are by charter, Their 


charter has not been completely repealed by the Act, 


but their powers under the charter have been repealed 
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by the Act. In effect, they operate under the Act. 
There is, however, one difference, and it is a 
minor one, If they went ahead and violated pro- 
visions of the Act --~-. did something that they are 
not permitted to do by the Act, -- they have committed 
a violation, if you will, but ere does not mean the 
act they did is void, Whereas, with a statutory 
corporation like a bank, the act is void, if they 
do something they do not have the power to do. 

COMMISSIONER BROWN: How do they interpret 
in the matter of banking the questinn of handling 
real estate? 

MR. ELDERKIN: When you say "handling 
real estate", do you mean their own real estate? 

COMMISSIONER BROWN: The large SuitMincs 
which the banks have, parts of which they may lease 
out to other people, 

MR, ELDERKIN: That question has come 
up for discussion quite often. The viewpoint there 
is that the bank builds a large building for a head 
office or for its main branch in a large community; 
gp Ea) Seas er builds on land which is so valuable that 
no small building could economically be put on it; 
secondly, the bank is providing for the future. We 
have Sake this happen time and time again, where the 
bank may take only seven floors of a building that 
is just completed, but within ten years the bank may 
want another seven floors. In that way, they are 
providing for their future, and are only interested 


in renting out available space until such time as it 
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is needed. True, some of it they may never need. 

COMMISSIONER MACKINTOSH: It does not 
always validate the top twenty storeys. 

MR. ELDERKIN: That is true, The only 
validation for it that I can think of is that first 
you are carrying the cost of the land, and possibly 
you have some advertising value eee 

COMMISSIONER BROWN: Is advertising part 
of the function of a bank? 

MR. ELDERKIN: For their own use, I would 
say so. 

COMMISSIONER BROWN: I was wondering if 
the Act should not be clarified a bit on that point. 

MR. ELDERKIN: In one place in the Act 
reference is made to buildings for their own use. 
In many cases also these buildings are not held by 
the bank, but by a subsidiary real estate corporation. 
In fact, most of the large bank buildings today do 
not belong to the bank, but are held by a subsidiary 
realty corporation. The main purpose of this is 
that the realty corporation can issue bonds and 
debentures on a long-term basis, whereas the bank 
has no authority to issue bonds and debentures. 

COMMISSIONER BROWN: I hope you are not 
suggesting that the banks are thereby doing something 


they could not otherwise do under the Act. 
MR, ELDERKIN: No, I do not think they 


are in this particular case. They are entitled to 


control a realty corporation, directly under the Act. 


You will find that in SchedulS M and N, which imply 
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1 they can control a realty corporation. 

2 COMMISSIONER BROWN: Yet it is not 

3 specified under the Act. 

4 MR, ELDERKIN: That they may invest? 

5 COMMISSIONER BROWN: Yes. 

6 MR. ELDERKIN: . They may invest 

7 in any corporation, Mr. Brown. 

8 COMMISSIONER BROWN: Somehow this has 

9 been interpreted that they cannot acquire full ownershi 
10 of a trust company. I was wondering why there is 

11 this distinction. It is perfectly legal for them 

12 to acquire full: ownership in a realty company, and 

13 thereby enable them to issue long term bonds and this 
14 sort of thing, which they could not do themselves? 

15 MR. ELDERKIN: They can, There is 

16 nothing in the Act which prevents them from acquiring 
17 full ownership of trust companies. If they did they 
18 would have to,publish the financial statement of the 
19 trust companies as an annex to their own financial 

20 statement. The banks do, as a matter of fact, own 
21 several trust companies abroad, outside Canada. 

22 They own trust companies in New York and in the 

23 Caribbean, which carry on a subsidiary business in 

44 those particular places. For the most part these 
95 trust companies in New York are for the purpose of 

% acting as registrars or transfer agents for Canadian 
4 securities, and don't do very much business with the 
| 28 public,..if. any. 

ad COMMISSIONER BROWN: But somehow there 
0) has been a timidness on their part to acquire full 
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1 ownership of the trust companies in Canada. 

2 MR. ELDERKIN: As I said before, that is 
3) partially because they would be required to publish 

a all statements of the trust company as an annex 

3 to their own statement. This may have something to 


6 do with it. 
COMMISSIONER BROWN: May I ask one other 
question related to this point? Do your inspection 


powers extend to these wholly owned subsidiary companies? 


MR. ELDERKIN: No, but the Act provides 
that the auditors of the bank must be the auditors 
ef the fully controlled realty company, and I have 


access to that. 


THE CHAIRMAN: Apparently that is not 
considered as carrying on business indirectly? 

MR. ELDERKIN: It never has been, Mr. 
Chairman. This has been the practice for long before 
my time, and nothing to the contrary has ever been 
considered. 


THE CHAIRMAN: It has never been 


questioned? 

MR. ELDERKIN: Never been questioned. 
The only question that has arisen, as Dr. Mackintosh 
indicated, is what do you do with the top twenty 
storeys... 

THE CHAIRMAN: I can understand that 
they might be a little hesitant about obtaining 


control of a trust company. If they did so, it 


might be thought that there should be an amendment 


to the legislation to prevent them from doing so. 
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debenture holders? 

MR. ELDERKIN: In any European country 
I have had contact with the only security behind 
the debenture or bond is a certain specified block 
of mortgages; otherwise, after that they would 
rank as a normal creditor, if they did not realize 
out of the mortgages. 

COMMISSIONER LEMAN: Would they be 
junior to the depositors or equal with them? 

MR. ELDERKIN: I can't RE: that, 
but I would think they would be on the same basis 
as the depositors, 

COMMISSIONER MACKINTOSH: You said 
a moment ago that the Canadian banks did not issue 
debentures, Are they prohibited by the Act from 
doing so? . 
| MR. ELDERKIN: The Act does not allow 
them to. do so. There again, they would have to 
have special provision in the Act being statutory 
corporations. This, from the point of view of banks, 
would be much cheaper money. 

THE CHAIRMAN: Do you see any operating 
problems arising if the method of calculating cash 
reserve requirements were changed to a two-week 
reserve period instead of the present period? 

MR. ELDERKIN: Mr. Chairman, you 
must realize that there may be two viewpoints on 
the cash reserve. In the viewpoint of the 


central bank I am sure this is a factor in monetary 


control, and presumably the thought would be that 
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Toronto, Ontario 
monetary control would be better, from the point of 
view of the bank, From the point of view of the 
inspection officer, these reserves are a factor in 
the sound financial condition of the bank, 

The reduction from a one-month average 
to a two-week average would, I would expect, intro- 
duce a certain amount of increased rigidity in the 
reserve formula, because the shorter the average 
the more rigidity is likely to appear. 

| From an administrative point of view, 
it is possible without question. 

: THE CHAIRMAN: You do not see any 
particular problem from an admininstrative point of 
view? 

MR, ELDERKIN: I definitely would; 
it would present more problems. The longer the 
average the easier it is to maintain it, and the 
more flexibility you have; the shorter your average 
period , the more problems are created. As to how 


severe they would be, I think I would rather refer 


.you to the banks than express an opinion. 


THE CHAIRMAN: I did not know whether 
this was entirely within the scope of your activities 
or not. 

MR.’ ELDERKIN: Hardly. 

THE CHAIRMAN: Perhaps this question 
may be beyond the scope of your activities. Have 
you any views as to the cash level at which the 
banks would likely work if they were free of any 


minimum requirement? 
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Toronto, Ontario 

MR. ELDERKIN: You heard evidence 
on Friday last that at least one bank thought it 
could work to 5 per cent, namely, 2 per cent till 
money and 3 per cent clearing balances. This 
would of course vary between banks, Some banks 
might not be able to work to 2 per cent till money 
on an average; indeed, at some times of the year 
it would be impossible, In some banks I think the 


average runs normally to about 3 per cent, 


Here, the minimum is important from 
monetary control, If you set it to accommodate 
the banks which could more easily work to that 
minimum, it is entirely possible and in fact 
probable that some of the other banks, particularly 


the very small ones, could not work to it because 


at times they are hit with a very substantial 
clearing, and therefore will normally maintain 
a higher clearing balance. 

However, Mr. Brown, I would not want 
to put a figure on where this should be set, you 
can get this opinion from the different banks as 
to where they would prefer to operate. 

COMMISSIONER MACKINTOSH: Would it 
be a fair generalization to say that the lowering 
of the minimum ratio would likely be more advantageous 
to the large banks than to the small ones? 

MR, ELDERKIN: I would chine So, 
Dr. Mackintosh. I would think the large bank is 
better able to operate to a lower ratio than a very 


small nen To what degree this would come; in the 
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Torente, Ontario ' 


medium sized banks, I could not suggest at the 
present time. 

COMMISSIONER MACKINTOSH: Thank you. 

THE CHAIRMAN: At present banks 
are not required to hold cash reserves against 
foreign currency liabilities in Canada? 

MR. ELDERKIN: That is mine 

THE CHAIRMAN: Do you see any danger 
in this situation? 

MR, ELDERKIN: Not as long as they 
are covered with reasonable liquid assets in other 
countries, and this is the case in the banking system 
at the present time. 

THE CHAIRMAN: Apparently that is in 
the reports you receive. 

MR, ELDERKIN: Yes. This is something 
we watch all the time. We get very good reports 
on this as to their spot and forward positions. 

THE CHAIRMAN: So, you don't think 
it is necessary to go any further. 

MR.ELDERKIN: Well, Mr. Chairman, 
here again we might get into a situation where the 
central bank might feel, for monetary reasons, they 
would like some of these reserves to be covered; 
but from the point of view of the financial soundness 


of the bank, and from the inspection point of view, 


it is not necessary. 


THE CHAIRMAN: Some large share of 


foreign currenéy departments are on a Swap basis 


with the depositors, and are therefore very close 
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Terente, Ontario 
to being Canadian dollar deposits, Should these 
deposits be treated differently from the remaining 
foreign currency liabilities, with respect to 
reserve reporting requirements? 

MR. ELDERKIN: Here again I think 
it is a questinn of monetary policy rather than one 
of the financial soundness of the bank, 

THE CHAIRMAN: We will adjourn now 


until two o'clock, 


--- Luncheon Adjournment. 
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--- Upon resuming at 2:05 p.m. 


THE CHAIRMAN: Gentlemen, we shall resume. 
Mr. Leman, I think you have a question to ask. 

COMMISSIONER LEMAN: Mr. Elderkin, before 
we leave the general subject of the banking business as 
a whole, may I say that I gather that in the United 
States there is some control over the branch opening 
of banks. Is that your understanding? 

MR. ELDERKIN: That is correct. It varies 
from state to state. In some states no branches 
whatsoever are permitted. Illinois is an example of 
that. In other states a bank may branch within its 
own state, or within a measured distance of its head 
office, In places where branching is allowed it is 
Subject to the approval of the state banking authorities 

COMMISSIONER LEMAN: Where they have no 
objection in principle to branch banking as such -- 

I gather that in Illinois there is a complete objection 
to branch banking. 

MR. ELDERKIN: That is right. 

COMMISSIONER LEMAN: Where there is no such 
objection, do you know what criteria are used in 
approving or disapproving of branch openings? 

MR. ELDERKIN: Generally, I believe, it is 
on the basis of whether there is further need for 
banking in that Baneiciia: community and, perhaps, 
as a secondary factor, whether it is going to provide 


too much competition for the good of the banks that are 


in there at the time. 
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Toronto, Ontario 
COMMISSIONER LEMAN: There have been some 

remarks made to us about branch openings in Canada, 
and the number of branches we have in certain areas 
per head of population, etcetera. Have you any views 
as to whether this is controllable or not controllable? 

MR. ELDERKIN: There is nothing that permits 
control at.the:present time, and I think it would be a 
very difficult thing to control. One of the features 
that governs this type of legislation in the States, 
I think, is the protection of the small bank.» If you 
allowed a very strong city bank to open a branch in a 
smaller community which is now serviced by one or two 
smaller banks it might tend to put the smaller banks 
out of business in a relatively short time, I think 
this has been one of the reasons behind non-branching, 
although, in many respects, I think it goes away back 
to the days of Andrew Jackson who was determined to 
knock down the First Bank of the United States and its 
monstrous branch operations as I think he referred to 
them. 

COMMISSIONER MacKEEN: Is that the case 
in California? - 

MR, ELDERKIN: No, California permits 
branching. 

COMMISSIONER MacKEEN: But has not the 
Bank of California eliminated many of the smaller 
banks? 

MR. ELDERKIN: I think it has. I think it 
has bought up many of the smaller banks. I cannot 
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1 been a considerable number of purchases of smaller banks 
2 in California, and the relative freedom of branching in 
3 that state may have reduced any thought of starting 

4 smaller banks. 

COMMISSIONER LEMAN: Do you think that 
perhaps there is a relationship between the fact that 
on an average it takes 3 to 5 years in order to get a 
branch aS a paying proposition and the number of 
branches that exist? 

Mh. VEbDERKINe YWesyoel lthinkelksdi@veariter 
in my evidence that if a bank was willing to start in 
a very small way and not go in very much for risk 
commercial lending, and was able to obtain deposits 
from the local community, then it could cut down this 
loss period very materially, particularly where it can 
get a high eee on its securities. It is my personal 
opinion that any bank of that type would have extremely 
great difficulties in competing with national bank 
branches in the community. 

COMMISSIONER LEMAN: I was talking about it 
from a little different point of view. You think there 
is a relationship between the fact that most of our 
communities are not under-serviced with branches and 
the fact that it takes so long to get a branch to be a 
paying proposition, but if a community was under- 
serviced presumably the length of time required to put 
the branch on a paying proposition would be shortened? 

MR. ELDERKIN: That is right. In other words, 
what you are saying is because of the competition the 
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business is spread out between more than one bank? Yes, 
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1 that is quite true. This over-banking, if you wish to 
5 use the term, is confined to a great extent, I think, 
3 to the larger cities rather than the smaller communities 

COMMISSIONER HARROLD: Mr. Elderkin, I have 
a few questions to ask about the present lending powers 
of the banks. If the present mortgage prohibition is 
removed do you think the banks would expand rapidly 
in the provincial mortgage field? 

MR. ELDERKIN: Mr. Harrold, you heard 
opinions that ene quite diverse last week from the 
presidents', and I do not know whose side I am going to 
take in this particular case. This is strictly a 
matter of opinion, and I think the opinions were put 
forward very clearly. I think there will be a 
considerable difference between banks. Some may go 
into it more quickly and to a greater extent than 
others. 

I had always pictured this power to a great 
extent, although not exclusively, for the convenience 
of customers who would be able to have the necessary 
security in order to get loans from the banks and who might 
not have it if they could not pledge mortgage security. 
It is also for the convenience of residents of outlying 
districts. I think that the lending under the National 
Housing Act extended this type of lending to communities 
that could not be reached by any lending authority 
except the banks. I know at one stage that a survey 
showed that over 50 per cent of the NHA loans made by 
the banks were in relatively small communities. 


COMMISSIONER HARROLD: Do you consider this 
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type of lending -- that is, lending in the conventional 
mortgage field -- as a suitable and safe use of bank 
funds? 

MR. ELDERKIN: Yes, under present mortgage 
practices I would not say that there is any great 
danger. I think you have had this pointed out to you 
on many occasions,that lending on residential mortgages 
particularly today is a completely different operation 
from what it was thirty years ago. Today practically 
all the conventional mortgages are on an amortized 
basis with monthly, quarterly, semi-annual and, at the 
most, annual payments, and most of them run to maturity 
in less than ten years. 

COMMISSIONER HARROLD: I believe you mentione 
in your submission at page 23 that in the United States 
they have put some limit on the amount of funds that 
any bank is able to put into this type of lending in 
total. If this prohibition were removed and some of 
the banks proceeded to go into this business in a very 
large way would you see the need for any type of 
limitation of this kind in Canada? 

MR. ELDERKIN: No, I would not think so. 
Circumstances might change my opinion, but I think 
competition would rule very effectively eHeres Lh any 
bank over-lends in any type of tern lending it is 
going to be giaden in a difficult position when it 
comes to supplying its own commercial customers 
particularly, and it takes the great risk of losing 


some of its commercial customers who can always go 


to a bank that is more liquid. 
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COMMISSIONER HARROLD: If this provision and 
other provisions were removed to allow the banks more 
freedom in the lending field ree not see any 
particularly large expansion in the term lending field? 

MR, ELDERKIN: I think this will depend -- 
you said "other restictions" too? You were including 
the loan interest rate? 

COMMISSIONER HARROLD: Yes. 

MR. ELDERKIN: I think if the loan interest 
rate was substantially raised you might have an increase 
in term lending. I would expect an increase in term 
lending of the mortgage type, perhaps, and some others, 
not only in term lending to corporations. There 
is a substantial amount of this now, as you will probabl 
realize,in loans of under $1 million. Loans of $1 
million and over are considered to be of a type that 
Should go to the market more than to the banks, and the 
banks try to push these on to the market as far as 
possible. 

I think the same reason I gave before that 
a bank just cannot afford to reduce its liquidity 
beyond a certain level if it is going to be competitive, 
applies. 

COMMISSIONER HARROLD: If we may turn to 
the 6 per cent ceiling I notice that at page 25, and at 
other sections,, you give us some history of how certain 

Provisions of the Bank Act came about, and how certain 
things were done in the banking world. I believe in 
paragraph 64 you talk about the normal laws of usury 


in Great Britain and Western European countries. I 
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wonder if you could say a word or two about section 

91 of the Bank Act. It is a very short section, and 
merely states that the ceiling is 6 per cent, which 
is now in effect, so far as bank rates are concerned. 
There was some change because at one time it was 7 per 
cent. Can you add anything more about how this came 
about? 

MR, ELDERKIN: No. As I say in paragraph 
62-7" there ~ was the limitation on interest 
rates under the Bank Act ever since Confederation. 

The ceiling was 7 per cent, but for a great many years 
the only penalty that was enforced in cases where banks 
charged more than 7 per cent was that they might lose 
the interest which they had charged. It remained at 
per cent up until 1944. In 1944 that particular 
rate was dropped to 6 per cent. I have never read 
any reasons why it was dropped, but one could assume 
that it was because interest rates in 1944 were very 
low. Long term government bonds were in the 3 per cent 
bracket at that time, I think, and probably everybody 
-- at least, a great number of people -- thought that 
rates would never go up again, and that 6 per cent was 
enough. 

The original reason for it, I would think, 
was probably based on the widespread branching of the 
banks to keep them within a certain limit in various 
geographical areas. I think that some of the proposals 
to reduce that rate came from the experience of the vest 
during the thirties and where, I think, at least some of 


the borrowers felt they were paying too much interest in 
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1 view of the conditions at the time, or in previous times 
2 There is also a factor today, I think, that 
3 -v was not in effect in 1944 when the rate was reduced 


4 to 6 per cent, in the competition from other lending 


5 bodies, the so-called near-banks, . -. | At that time 
6 they were a very minor factor. They were a very minor 
7 factor up until really not too long ago. However, to- 


8 day between the various bodies including the credit 
9 unions and the Caisses populaires there are other 
10 available sources of credit in many cases, and I have 


11 a feeling that no matter what happened all this would 


12 serve to control interest rates pretty well. 
13 THE CHAIRMAN: May I ask a question? Do 
14 you have any information as to what was the prime rate 


15 in 19449 
16 MR. ELDERKIN: I might have. Yes, the prime 
17 rate in 1944 was 44 per cent. 

THE CHAIRMAN: And there would be a number 
of loans that would be running above 6 per cent in certain 
places at that time? 

MR. ELDERKIN: Yes, where it was an agreed 
rate between the borrower and the bank, and where it 
came under the 7 per cent limit previously in effect. 

COMMISSIONER BROWN: Was there a geographical 
differentiation in rates at that time? In other words, 
were rates in some parts of Canada between 6 and 7 per 
cent, and in another parts of Canada over 6 per cent? 

MR. ELDERKIN: I do not think you can say 
SO generally. I think that agricultural loans in those 


days probably carried a slightly higher rate than other 
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types of loans. If that was the case then it would be 
more evident in the prairies than in other places, 

THE CHAIRMAN: Yes, although in the reports 
there was quite a differentiation in rates between the 
rates there and the central provinces. 

MR, ELDERKIN: Not in 1944, Earlier in the 
thirties there probably was a substantial differential. 
Of course, there was a substantial reason too, namely, 
because there were very large losses taken by the banks 
on the prairies.in the thirties. 

COMMISSIONER HARROLD: But even before 1944, 
the maximum was 7 per cent. 

MRScELDERKIN: Yes, but up until a certain 
period the banks charged more than 7 per cent by 
agreement between the borrower and the bank, and as lon 
as the borrower did not afterwards charge the bank with 
a violation of the Act it could get the 7 per cmt. 
There was no penalty to the bank outside of the loss 
of the interest. It was prior to 1934, I should have 
Said, that there 1 was no higher rate recoverable by the 
bank, but there was no penalty if the bank did get a 
higher rate. 

COMMISSIONER HARROLD: What would be the 
difference today between taking the celling off entirely 
Sera ising it to 7 per cent? | 

MR. BEDERKIN' I could not tell you, but I 
did mention a while ago that I thought with the prese. ° 
growing competition from the so-called near-baks ther 
would be a sort of automatic limit put on it at times. 


Where that limit would be would depend, JI think, Mr. 
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Harrold, on how far a bank wished to go in taking more 
risky loans or, perhaps, in taking longer term loans. 
These are the two factors that I think would govern a 
higher interest rate in many cases. One other factor 
would, of course, be the question of going interest 
rates at the present time. 

We had a similar situation in 1962, when 
the banks were up against the ceiling on practically 
everything, and.there would have been definitely higher 
interest rates in 1962 had the ceiling not been there. 

Where it would stop I do not know, but at that 
time you had current rates of interest ranging around 
7 and 7s per cent. 

COMMISSIONER HARROLD: One thing that puzzles 
me is that when using the term "high interest rates" 
and "low interest rates" there does not seem to be a 
point at which you can say they are high and another 
point at which you can say they are low. 

MR. ELDERKIN: That puzzles me too. 

COMMISSIONER HARROLD: They are either high 
or low? | 

MR. ELDERKIN: I think it depends upon the 
viewpoint of the borrower. 


THE CHAIRMAN: He thinks they are all too 


high. 

MR, ELDERKIN: Yes. 

COMMISSIONER HARROLD: You do use the term 
here "normal laws of usury". What are those laws? 


MR. ELDERKIN: I cannot quote from the other 


countries, but there is practically no limit within 
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reason, so far as I can ascertain, in European countries 
on the rate of interest, and in many of the United State 
there is no limit. I remember seeing a Federal Reserve 
bulletin showing where interest rates as high as_ 
13 per cent were charged for term or mortgage loans. 
They were probably second mortgage loans, but I would 
not be sure about this. 

COMMISS IONER HARROLD: What are your views 
on the advantages or disadvantages of the banks 


requiring stand-by charges for firm lines of credit? 
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if by firm lines of credit you are 
referring to the ones in which the bank considers 
it is contractually obligated to fill that line 
on request, it seems reasonable that the banks should 
ask for a stand-by Tere one Lt. They are holding 
these funds available for the person on request at 
any time. This is a very common practice, as you 
may know, in many parts of the United States, 
particularly in the New York market, I think it 
is usually based on the average non-usage rather 
than on maximum non-usage during the period, 

COMMISSIONER HARROLD: Do you think 
a stand-by charge on the unused line of credit would 
improve the ability to bring the loan increase 
under control? 

MR. ELDERKIN: I think I would answer 
that, Mr. Harrold, by saying that it would make the 
borrower very much more careful in establishing his 
gutbhorized.dine. of credit,.if it is a firm line. sR 
it is not a firm line the bank still has the power, 
if you will, to cut him back within reason if it 
is not going to interfere with something that is 
essential to the conduct of the business. 

COMMISSIONER LEMAN: Mr. Elderkin, you 
explained this morning that you get reports from the 
banks on certain loans they make. Do you get any 


information about lines of credit at-all? 
MR, ELDERKIN: Oh, yes, the report includes 


the lines of credit. All the individual reports 


include the lines of credit, and we get a monthly 
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1 report, Mr. Leman, not by individual borrowers but by 
2 loan classifications Of the amount of authorizations 
3 outstanding and the amount of loans outstanding under 
oe these authorizations, That is one set of statistics 
5 that I furnish to the Bank of Canada, incidentally, 
6 and which appears in the Bulletin, 
7 COMMISSIONER HARROLD: There is no legal 
8 limit on the size of a loan to any one customer in 
9 Canada? 
10 MR, ELDERKIN: No, not in Canada, 
11 COMMISSIONER HARROLD: But there is 
12 in the United States? 
13 MR. ELDERKIN: Yes. As a matter of fact, 
14 all national banks in the United S;,ates are limited. 
15 The application of any one customer should not be 
16 in excess of 10 per cent of capital and surplus. 
17 I believe that is the definition at the present time. 
18 | COMMISSIONER HARROLD: Do you see any 
19 need for this kind of thing? 
20 MR, ELDERKIN: No. I think we discussed 
21 this this morning, and I do not consider it necessary. 
22 I have never seen any trouble arising from large 
23 loans here, As I mentioned this morning, they 
yy often arise out of pre-issue plans. They are quite 
2S often covered in a reasonably short time anyway. 
4 This is not entirely the case all the time but for 
27 the most part large operating loans are of that nature 
28 or are very seasonable. you might get very large 
29 loans in the retail trade at certain times of the year, 


! but these are extremely seasonal and pay off in a short 
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period. 

In United States this 10 per cent limit 
has given rise in many cases to what is called a 
participation procedure down there, In other words, 
a bank will negotiate with a borrower, or vice versa, 
for a loan which is far in excess of its authority 
to meet. It will then issue to other banks parti- 
cipations in that loan and the participations do not 
carry the guarantee of the original lending bank. 
The new bank coming into the picture takes the same 


risk proportionately as the original lending bank. 


-In many cases the borrower may know that the loan 


will be underwritten, if you wish to use that expres- 
sion, but perhaps he will not know who will own the 
participation certificate, and these can be trans- 
Péerred, 

COMMISSIONER HARROLD: What is the Canadi 
law ad practice regarding the minimum deposit balance 
here? 

| MR. ELDERKIN: We have never had it in 
Canada. Just as an expression of personal opinion 
I cannot see any great advantage to it. I think the 
reason for it in the United States, which is the 
only place I know of where it is by regulation, is to 
protect the smaller bank. It is quite within reason 
that in a community where there is a very large bank 
and a very small bank the large bank could, if it 
wished, push interest rates pretty high on deposits 
and make it extremely difficult for the small bank. 


COMMISSIONER HARROLD: In effect it means 
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1 a higher interest rate to the borrower, does it not? 
2 MR. ELDERKIN: ‘Yes, normally it would 
3 mean a higher interest rate to the borrower, cf 
4 suppose the spread depends on what the bank considers 
5 its operating margin should be and how much of their 
6 lending funds interest is being paid to. In our 
7 case we have a mix, of course, of savings and time 
8 and demand deposits and the banks have to take an 
9 average rate over the whole thing in looking at 
10 what they are going to charge on the other side, 
11 in many cases. 
12 COMMISSIONER HARROLD: What about deposit 
13 insurance? 
14 | MR. ELDERKIN: As to the present 
15 institutions under the two Bank Acts, I would say 
16 there was absolutely no need of it. The position 
17 in Canada is quite different from that in the United 
18 States, which is the only country I know of that 
19 has deposit insurance, and where, you are dealing 
20 with some 13,000 or 14,000 banks of various sizes, 
21 some of which have only $50,000 or less in capital. 
22 If legislation were expanded to take 
23 in, in one way or another, near banks for which the 
_w federal government -- or even a provincial govern- 
ox) ment -- had a responsibility, this would be a situation 
46 which would certainly need exploring. 
21 | COMMISSIONER HARROLD: For institutions 
28 other than banks?. 
29 MR. ELDERKIN: Yes. I might say that 
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1 provincial credit unions where in effect they operate 
2 their own deposit insurance, I am referring to the 
3 so-called mutual aid funds where each one pays so 
4 much to a mutual aid fund based on their deposits, 
5 and the deposits of the contributor are insured to 
6 that extent, that is to the extent of the ability 
7 of the fund to pay. 
8 COMMISSIONER HARROLD: You said that 
9 this is something which might be explored. Would 
10 you go beyond that and suggest we take a good hard 
il look at it? I am referring to deposit insurance 
12 for institutions other than banks. ° 

Ss MR, ELDERKIN: This, of course, would 
14 depend on government policy. All “I can “say is tha 
15 it can be done. It is done in the United States. 
16 The insured banks in the United States are not all 
17 national banks by any means, Quite a number of 
18 the insured banks in that country are state banks 
19 and there are even some mutual savings banks which 
20 are insured. 
21 COMMISSIONER LEMAN: Mr. Elderkin, 
- your answers indicate you listened carefully to 
23 the evidence given before this Commission by the 
4 banks last week. Presumably when you listened to 
25 that evidence you must have gathered, as we did, 
2 that the chartered bankSwould rather continue to 
ai run the clearing system themselves. I believe you 
28 heard the argument they put forward in favour of 
29 their doing so, Do you see any advantages or dis- 


advantages that may not have come out from the earlier 
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1| discussion with the banks in having a neutral sort of 

2 body running the clearing system? 

3 MR. ELDERKIN: Well, we start off here, 

“ Mr. Leman, asking whether par clearing is an advantageous 


thing. Certainly from the point of view of the 
customers it is extremely advantageous, and it is 
probably desirable if it can be effected, I am not 
Sure whether you mean here only the clearing of the 
banks or whether you are also including in your 
question the possibility that other cheque issuing 
or order issuing and cashing organizations should 
be admitted to the general clearing as well? 
COMMISSIONER LEMAN: Yes, I Bes at the 
latter because if it ee only the clearing of the 
banks between banks then I would see no objection 
to their continuing to effect it themselves, if 
they were the only institutions that needed clearing. 
MR. ELDERKIN: Well, any full clearing 
participant must carry clearing balances, presumably 
with the Bank of Canada, although it could be arranged 
whereby a member other than a bank, and this. is the-cas 
now, may have clearing by a chartered bank. I do 
not think it is terribly important and I would not 
see any particular advantage in having a neutral 
clearing authority. I think the chartered banks 
or the Bank of Canada, which is a member of the clearin 
house, could operate this. 
The actual cost of clearing is not 
The other factors which enter 


avery major item. 
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1 the cost of float and the second is the cost of what 
2 one might. call the paperwork involved, There may 

3 be no cost of float whatsoever in some cases, and 

4 there may be a fairly high one in others. There 


will always be the cost of the paperwork, 
The question here is: Should this 
be borne by the drawer of the instrument or should 
it be borne by the payee? If there is float between 
the payee bank and another bank, there is an interest 
cost in here provided the payee draws the money 
out of the bank when he presents his cheque. There 
may not be any cost at all because if he leaves the 
money in until it has been covered by the other bank, 
there has not been any money in ©» float as such. 
There is no reason at all why you 


cannot operate the present clearing system on a par 


basis. It is a question of who is going to absorb 
the.cost ......here, in some places in nae United 
States the payee cannot obtain credit for his 
instrument until a value date, That value date may 
be one day, two days or maybe three days, They 
addeyt the deposit but they will not allow the person 
to draw against it for that period of time. 
COMMISSIONER LEMAN: The time interval, 
the setting of value date, is all under regulation 


- by the Federal Reserve Board in the United States siti 2 


MR. ELDERKIN: I cannot answer that, 


| 28 I am not certain. I think it is determined by the 
for 
¥ length of time/the banks in that particular community 


to) obtain federal funds, and this is easily determined 
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everywhere, 

One matter that did Come out in eviderse 

which rather surprised me was the question of secrecy, 
for I never felt there was any lack of secrecy in 
the customers! accounts, in clearing anyway, because 
the items are taken to the clearing house in a 
bundle for each bank with an itemized list attached 
to it. This is where it is cleared, and I do 
not think anybody looks at the individual items 
at any time. I do not say they could not do so, 
I do not say that if you had an independent authority, 
or the Bank of Canada authority, they could not tear 
a bundle open, but I cannot imagine them doing so. 

COMMISSIONER LEMAN: In any event, 


is it not mostly as between banks that the information 


would have any value, if any? 

MR. ELDERKIN: Oh, yes, and that 
could happen today except you would always have a 
representative of another bank at the point of 
clearing if there was any danger of that? I think 
this would happen even if the Bank of Canada were 
doing the clearing. You would still have the banks 
coming down and presenting their bundles of cheques 
to be charged against the other banks. 

COMMISSIONER LEMAN: So that what 
comes out of this operation is whether any one bank 
on any one day ends up with a net plus position out 
of this particular set of clearing? 

MR. ELDERKIN: Or a minus position. 


COMMISSIONER LEMAN: Yes, or a minus 
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Beit ion. 

MR. ELDERKIN: Some nets are bound 
to be in it some place. 

COMMISSIONER LEMAN: May I ask you 
whether any institutions other than banks have made 
representations to your particular department on 
this matter? 

| MR. ELDERKIN: No, not on this 
particular matter, At the time the banks adjusted 
their charges to some other chequing institutions 
there were some protests which came into the depart- 
ment against the charges that were being imposed. 
The protests were really in the form of, "We don't 
know whether this is equitable or not. We don't 
know whether we are being overcharged or not." 
There was no objectinn to paying a proper charge if 
it was substantiated. 

COMMISSIONER LEMAN: I gather that 
the by-laws and regulations of the clearing system 
are subject to the approval of the Treasury Board? 

MR. ELDERKIN: That is right. 

COMMISSIONER LEMAN: And presumably 
the giving of this approval is based on advice from 
your department? 

MR. ELDERKIN: The only by-laws and 
up for approval having to do 


regulations that come 


with the operation of the clearing house involve 


hours, vacations, and things like that, and have 


nothing to do with the charges that may be made to 


an associate member. 
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1 COMMISSIONER LEMAN: Oh, the charges 

2 are not subject to the approval of the Treasury 

3 Board?. 

4 . MR. ELDERKIN: No, they are not. 

5 COMMISSIONER LEMAN: Might it be 

6 desirable that they be so subject? 

7 MR. ELDERKIN: You would have to give 

8 me a whole cost accounting staff if you wanted me to 

9 do that. 

10 THE CHAIRMAN: You would have room 
ot} for it. 

12 MR. ELDERKIN: I consider that the 

13 banks have done and are doing a considerable amount 

14 ol research along these lines, I do not know what 

15 the results have been, but costing bank operations 

16 is not too simple. I would hate to put a judgment 

17 on it in that respect. 

18 COMMISSIONER LEMAN: Would you care 

19 to comment to the Commission about the role of 

20 chartered banks in the underwriting field? Do you 

21 consider that they are institutions which are well 

oy) equipped for this function? 

23 MR. ELDERKIN: Yes, I think they 

24 have taken a reasonably active part in underwriting. 

25 I would say that this has been almost entirely in 

%6 the provincial and major municipal fields, and here 

07 they act aS part of an underwriting syndicate and 

28 never, can I recall, as an underwriting manager. This 

29 may have occurred, but I cannot think of any such 
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important part in helping to finance the original 


underwriting in some very substantial issues. 
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I can see no objection to this; there really is very 
little difference in lending on the type of security, 
although they may be involved in some profit or some 
loss in the final winding up of the Syndicate. 
COMMISSIONER LEMAN: In paragraph 5 of your 
Submission you cite section 157 of the Act,. that 


prohibits the use of the name of a bank in a prospectus, 


except in any circulars relating to direct and guarantee 
securities of Canada. 

MR. ELDERKIN: Yes. 

COMMISSIONER LEMAN: Has this been an 
inhibiting factor against banks increasing their 
function as underwriters? 

MR. ELDERKIN: I wouldn't think so. The 
reason for this, as you probably. know, Mr. Leman, is 
that there have been in the past, unfortunately, some 
pretty flamboyants advertisements on new SSUCSi A. Ih 
which the name of the bank might be quite prominent 
and in which later on if something happened, the bank 
was accused .of being.a .partner,in ,crime,. if- you wild, 
and I think that this section was only put in the Act 
at the request of the banks themselves to protect 
them against any of that sort of danger. I don't 
think thishas any great effect on the marketability 
of an issue at all. 

COMMISSIONER LEMAN: Do you think it still 
Serves a useful purpose now that all the provinces 
have securities regulations? 

MR. ELDERKIN: Yes, but all provinces don't 


have the same securities regulations by any means. 
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I think it does, yes, because even under the best of 
conditions I think that you cannot grade this sort of 
thing very well; you either have to prohibit it 
altogether or enlow almost complete freedom. 

Perhaps you could stipulate that it shouldn't 
be mentioned other than, say, that the banker of the 
corporation was bank so-andso, but this in some people’ 
minds also conveys that since it is that particular 
bank the issuersfust be first class citizens, but not 
all customers of banks ,I suppose,are. 

COMMISSIONER LEMAN: What I had in mind is 
that perhaps now-a-days you trust the banks themselves 
to use their own judgment as to when they would 
authorize the use of their name. 

MR. ELDERKIN: Often if there wasn't a 
penalty in there the banks Pere never know and we have 
instances -- possibly once a year at least -- in which 
this offence has been committed without the knowledge 
of the bank. 

THE CHAIRMAN: Do the banks confine themselve 
to government issues as a rule, or do they also under- 
Arte or partially underwrite industrial issues and 
other kinds of issues? 

MR, ELDERKIN: No, I think -- I can't 
recall any instances, Mr. Chairman, where they 
participated in the underwriting of a corporate issue. 

THE CHAIRMAN: It is only confined to 
provincials? 

MR. ELDERKIN: And the municipals; certain 


high grade or large municipals, where there is 
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an underwriting syndicate, yes, 
COMMISSIONER LEMAN: Could there, in fact, 
arise in certain cases + a conflict of interest 
if a corporation , for instance, were to borrow in the 
long term capital market in order to repay a bank loan? 
enere is a islignt possibility of conflict of interest 
there? 
MR, ELDERKIN: This arises, perhaps, in 
another way, too, Mr. Leman; that if a corporation 
is borrowing for that purpose, or partially for that 
purpose, while the bank may not be a member of the 
syndicate, the bank may be approached by the syndicate 
to take part of the issue as a means of getting their 
loan paid off. 
COMMISSIONER LEMAN: Repaying themselves! 
MR. ELDERKIN: cee. in another form. 
COMMISSIONER BROWN: Just one point there, 
this section of the Act to which Mr. Leman is referring 
is section 157(2), and it is almost in two parts, but 
it all reads.as one part. It says: 
"Every person other than a bank who uses 
the name of a bank in a prospectus or 
advertisement for the sale of securities 
of any kind other than those issued by 
or guaranteed as to principle and interest 


by Canada... is guilty of an offence 


against this Act.” 


"every bank that authorizes its name to 


appear". 
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MR. ELDERKIN: That is right, they are two 
completely different possibilities; the customer and 
the bank. 

COMMISSIONER BROWN: How about the second 
part? 

MR, ELDERKIN: The second part is a matter 
of authorization; if it is done without the bank's 
knowledge, the bank has not committed an offence, but 
if the bank authorizes the customer to do it, they are 
committing an offence, 

COMMISSIONER BROWN: Might there be a 

distinction in your point of view on this in the sense 
that the first one the bank has no control over? 

MR, ELDERKIN: Yes. 

COMMISSIONER BROWN: And the second one, if 
the bank chooses to authorize its name, then the bank 
is associated with this particular thing? 

MR. ELDERKIN: And choosing to violate the 
Act. 

COMMISSIONER BROWN: How about ‘amending the 
mot 60 that™it. coulddd:itlifcit sondesired? Our banks 
are now standing on their own feet and they are pretty 
powerful; if they chose to be associated with this 
underwriting, does this not answer the first argument 
about them being worried about the public associating 
their name with it, because they then are making their 
choice? 

MR. ELDERKIN: Yes, but it has always b: on 
the thought, I think, Mr. Brown, that banks should not 


be promoting securities other than those of a government 
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account. They may participate in the Syndicate which 
eventually sells the securities, but they shouldn't 
be promoting them themselves. 

THE CHAIRMAN: Well, what is the real 
difference? 

MR, ELDERKIN: Quite a difference; they may 
not sell any of these securities themselves at all. 

THE CHAIRMAN: If they are assuming a certain 
Sao bit y? 

MR. ELDERKIN: Only for the financing. In 
other words, if the issue is not sold by the syndicate 
they may have to pick up some of the unsold securities 
and' it may: result in a loss. In fact, they may have to 
purchase from the syndicate at a fixed price, whereas 
the market price has dropped below that. 

COMMISSIONER BROWN: Every other underwriter 
of security by law has to disclose that he is 
participating in the underwriting. 

MR. ELDERKIN: By provincial law? 

COMMISSIONER BROWN: Yes. 

MR. ELDERKIN: I don't know. 

COMMISSIONER BROWN: Why should some 
underwriters be exc luded from this protection of the 
public -- if this is the reason for it, that it is to 
protect the public -- why should some underwriters be 
excluded from this? 

MR. ELDERKIN: Again, I think only from the 
viewpoint that the banks shouldn't be publicly 


Sponsoring any corporate security. 


COMMISSIONER LEMAN: Mr. Elderkin, if we might 
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1 turn now to the savings banks. 

9 COMMISSIONER BROWN: I wonder if we could first 
3 ask about the hours of business. These minimum hours 

4 of business.are not regulated, as far as I can see, in 


5 the Bank Act, but they are in the Bills of Exchange Act. 
6 MR. ELDERKIN: The days of business are 


- regulated in the Bills of Exchange Act. There is 


8 nothing in the Bank Act which compels a bank to be 

9 Poon ote onyeparulcular hour of the day. As far as I 
10 Gan find out,.the traditional hours of 10. to 3, which 
11 are normally followed by the banks, are an importation 


12 from the Scottish banks, which.in the early days of 

13 Panagiam panking primarily formed the procedure here. 

14 Teonink that. these hours are still followed by the 

15 banks over there -- the ‘10 to 3 hours -- most of the 

16 time. As far as the days are concerned, there is really 
17 nothing in the Bank Act, either, which specifies they 


18 must stay open every one of the juridical days. 


19 COMMISSIONER BROWN: Do you think this might 


20 be included in the Bank Act? 


21 MR. ELDERKIN: No, I think in some cases this 
22 has to vary from place to place. For instance, in some 
23 of the prairie towns or communities, to my knowledge, 
4 the banks used to stay open on Saturday and close on 


5 Monday. I don't know if they do now or not, but in 
Some places, because of custom, local custom, they opene 
on Saturday and closed on Wednesday, and I think it 
would be very hard to write anything into the Act on 


his. 


COMMISSIONER BROWN: And this is permitted 


ch 990. 989 T ae 48D we betas 
TO sunmdond Jo siiza sds at one-vons # 
Ooo seanhoud To spsb ea? combate 
 &f ered? . S98. epasiogh ee esti 982 
sd ot Ans &@ afeqans fats 35h Ane 90 ak aie 3 
| ~ ee sd2 BA i yeh ‘sat to Suen saiuotineg yaglt >; 


dish? pé oe AE ,39 s0ued fetolstbead onic ve bat 
| “eivalsognt as eve ,edned aie syd bewoflot ie 
to.aveb yfome oad eek tiotdw ,erined, fetzdoog- se 

| 819d SiLKssoTg sip Semro? Yiiteniag golised ¢ 
| #02 4d bowoile) Litty 2@6 equed seedy sede 
| ody 26 faom -= anos & of OL eng “= saedd ‘t9v0 ended 
x (Leo et asd’ ,Saptasonos ova ‘pYyeR ott Ba 262 BA os 
) Yetit @abiicoge dette .vadtion Gok dead odd ak saskion™ 
~SY6b Leslbi«ut 647 Ye eno Ytevs asgp Nate Seu | 

tiple 4idd satdy woy of <fwORe ReupTeetanos a 


i 
oh AmeH oat mt Debulont ed’ 


SaOS AS ,Souerantt 4oF -soaty ‘ed Soely mott yvisv of aed. 


| 
| etic SGGBO 9808 a. Woloay Tyo. sa aM 
\ 
| 


= 
,9ehalwoty ‘ena Od Sst tiuMmOD sg -enWOd eliisag sit Io, 7 
od. eecitg bas (<thrurer ao. mage yace of bsey anced siz; 


° 
oy & 


i. tid» Zon. 16° won'-ob vader ut Word t'nob Iy- ae 


gm 


peaeoe Yeh? .woveys Iseoos ovata 10. S8ueoed ,cavaly suiog:: 


on Metbaic t obes EVGHBabSeM ho besols bas abrusee ao 
; a 


| no DOA. oas ovat intact ot inw ov” brad mee. ‘od Bigow 


aa 
: Wig tie heetts Baars) 
ee en 


~~ 


Nethercut & Young - 8646 - 


Toronto, Ontario 


under the Bills ‘of Exchange Act? 


MR. ELDERKIN: The Bills of Exchange Act 
does not require the banks to stay open on these days. 
It says that there are statutory holidays on which an 
instrument may be payable ~- the banks eberewitHe Bills 
of Exchange Act, or the custom, but you can't find 
anything, I think, in either the Bills of Exchange Act 
or the Bank Act which says that a branch of a bank has 
to be open on a certain date. 

COMMISSIONER BROWN: It is my misunder- 
standing, because I thought the banks were acting on 
the fact that there are certain difficulties that arise, 
and particularly with respect, say, to a shopping centre 
that closes on Monday, and in the general area this is 
not a closing day and you should be able to close on the 
Same day. 

MR. ELDERKIN: It does present difficulties 
for them in some respects, but they follow the Bills 
of Exchange Act except in some special communities. 

THE CHAIRMAN: They could be open at some 
hour convenient to the shopping centre if they want? 

MR. ELDERKIN: Oh yes. There is nothing to 
prevent them. As a matter of fact, I think you have 
heard in earlier evidence that the banks have been 
experimenting with this in some places. 

THE CHAIRMAN: Yes. 

MR, ELDERKIN: And in particular they have 
tried out some evening hours and tried out Fridays 
from five to seven, I think in some locations, but I 


understand from evidence that was given formerly the’ 
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this hasn't preven very successful, it doesn't seem to 
be very effective. 

COMMISSIONER BROWN: This additional opening? 

MR. ELDERKIN: Yes. 

COMMISSIONER BROWN: Isn't there something 
in the Bills of Exchange Act about the number of 
consecutive days they must not be closed? 

MR. ELDERKIN: No, there is not; there is 
a misconception in the minds of many people that the 
banks cannot stay closed for more than three consecutive 
days, and this I think comes from the "days of grace” 
provisim in the Bills of Exchange Act, but actually 
there is no such provision. There is nothing in the 
brits “of Exchange Act that I know of that says a bank 
has to stay open on any particular day. 

THE CHAIRMAN: Or stay closed for a week? 

MR. ELDERKIN: Really, there is nothing to 
Stop them, but the bank might soon get in great trouble 
if they weren't ready to meet their customers! payments. 

THE CHAIRMAN: They would lose some 
business. 

MR. ELDERKIN: Definitely, and the reason 
that the Bills of Exchange Act governs bank operations 
to a great extent is that this would give rise to 
very serious inconvenience if the bank was not open on 
the day that a bill came due and payable. 

COMMISSIONER LEMAN: Turning now to the 
Quebec Savings Banks, Mr. Elderkin, I would like to 
ask you 3 very broad question: why have a special Act 


for them? 
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MR. ELDERKIN: Well, Savings banks all over 
the world have special acts. Savings banks are normally 
restricted in their Sei Aet eel in their investment 
n 
activities particularly, Ain as far as commercial lending 
ae concerned. 

For the last ten or twelve years -- well, 
ever since 1948 we have been relaxing these restrictions 
on the Quebec savings banks. We have had four amendment 
to the Quebec Savings Banks Act in that period? 2ll°cr 
which were for the purpose of relaxing the restrictions 
and giving them more powers, but still not powers to 
carry out commercial lending, and I don't think they 


want these powers as a matter of fact; I have never 


heard any expression from them that they would like to 


have them. 

You could have the same Act with two parts, Mr. 
Leman, if you wanted to, because some of the provisions 
in the Bank Act, of course, are analagous with the 
Quebec Savings Bank Act, and you try to put as many of 
these on the same basis as possible, and we did this 
in 1954, but here again you have another situation 
which I mentioned earlier, that here you have an 
incorporated body with all the powers of an incorporated 
body, as compared with a statutory body, which the banks 
are. They are two different types in law. 

Now, we can get around that, of course, very 
easily, in the same way we got around -- our past bank 
legislation got around this point by cancelling the 
charters by law and making the Act the charter of the 


f + 
banks. This can be done if it was found advisable to 
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do it, but it is so close to it now that it might as 
well do that because they can't do anything outside of 
the Act. 

COMMISSIONER LEMAN: No longer does it make 
any practical difference? | 

MR. ELDERKIN: None, actually. 

COMMISSIONER LEMAN: Well now, if the 
legislature should contemplate broadening the powers of 
the chartered banks to take mortgage securities -- and 
the savings banks have that power now, to take mortgage 
securities -- what would be the objection to letting 
the savings banks indulge in commercial lending? 

MR, ELDERKIN: Well, you are dealing here with 
eeeitterent class of deposit, for one thing, to a great 
extent, although we admit that the savings banks in the 
province of Quebec differ from savings banks in most 
other places because they practically operate demand 
accounts. While they have the regulations which permit 
them to defer payment of an account, this is never 
practiced and so.their savings accounts are practically 
demand accounts. They have practically no demand 
accounts as such, -- I will put ee arag way around -- 

. interest bearing accounts, but/non-interest bearing 
accounts. 

I have never heard that they would like to 
take on commercial lending, and I think I should answer 
that by saying that they have no trained staff for that 
purpose. 

Now, if they were permitted to do so they 


could, and they would have the know-how over a period of 
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time, no doubt,’ to build up a commercial lending staff, 
but today they have nobody in their organization who 
had any experdence to speak of along those lines. They 
have never shown any interest in it, and that is another 
thing. 

The savings banks, as you realize if you 
look at their statements over the last ten years 
particularly, have been tending -- with the benefit of 
legislation -- to invest more and more in mortgages and 
particularly in conventional mortgages; one of the banks 
carries some NHA mortgages and the other one does not. 
That and medium term securities are their principal 


investments, 
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COMMISSIONER LEMAN: I do not have all 
these points in my mind now, but I went over them 
a few months ago, and it seemed to me that there 
were quite a few limitations on their investments. 

MR. ELDERKIN: Yes, there are, 

For instance, there is a limitation on corporate 
stocks, and on certain types of securities that do 
not have a good earnings record, in that Act, 

I think it is Section 59A, there is a provision 
which is very similar to the so-called basket clause 
in the Insurance Companies Act, in which they are 
allowed to invest in anything they want to up to 

a certain percentage. In the Insurance Companies 
Act, if I remember correctly, it is 3 per cent of 
assets. Here we measure it more by the capital 
funds - it is 50 per cent of the capital funds. The 
theory behind that is probably that they are risking 
capital funds and not the depositors funds, when you 
get into that type of investment. 

This has been used to some extent - 
not as greatly as one might expect in some cases. 
However, in their submission to youl think they 
asked for extended -powers. One was to include public 
utilities securities in what we term the free list, 
in which they can invest as much as they want, rather 
than the restricted list where they are held to 
a certain percentage of deposits. 

This is not unreasonable and certainly 
eration in the revision of the Act. 
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would increase the amount of their present unsecured 
loans from 5 per cent of deposits to 10 per cent 
of the deposits, and in the case of an individual 
loan from $5,000 to $10,000. The history cf this 
is rather interesting. We started off in 1948 with 
unsecured loans at $1,000; in 1954 we moved up to 
$2,000; in 1957 we moved to $5,000, and now they 
want $10,000. I don't know where it stops. How- 
ever, these suggestions will all receive serious 
consideration at the next revision, because they 
are not outside the bounds of reason with these two 
banks, both of which have over 100 years experience 
behind them. 

Some of this legislation probably 
has the viewpoint of savings bank legislation in 
other countries which have to deal. with many small 
types of savings banks with probably not very competent 
management in some cases. Here we have two banks, 
both of which have a long period of operation and 
experience behind them. Tf we are looking at those 
two alone, I think we can take a much more lenient 
view than we can with easy a new institution 
which might come in. 

COMMISSIONER LEMAN: Although the 
Act as it now stands does not open the door to 
the incorporation of a new savings bank. 

MR. ELDERKIN: No, but this could 


be done in the manner I mentioned a minute ago, namely, 


by cancelling the charterShere and putting them into 


the statutory position. Then all they would need wo 
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be a special act of parliament, the same as we now 
have for chartered banks, which would spell out their 
incorporation and immediately throw them into the 
Savings Bank Act. 

We are almost there now in every other 
respect. Personally, I think the only reason we 
did not provide that type of Act in 1954 was because 
some people in the savings bank group did not want 
to move that quickly. 

COMMISSIONER LEMAN: The last time 
there were revisions made, was there any suggestion 
on the part of anyone that the limitation on the age 
of directors should be the same as for chartered 
banks? 

MR, ELDERKIN: I would have to be 
very careful in answering that question. You probably 
would not expect the general manager of a bank to 
say, "I wish my directors over the age of 75 years 
were not allowed to sit any longer". Let us put 
it in the reverse position. I have been asked 
on many occasions why we did not put the same pro- 
vision in the Savings Act.Once again, we did not 
consider it quite necessary -- that is, parliament 
didn't consider it necessary —- and it was not the 
unanimous wish expressed by the two banks. 

COMMISSIONER LEMAN: Offhand, a 
there is logic in the provision in the Bank Act, 


there would seem to be about the same amount of 


logic there, 


MR. ELDERKIN: Not quite, Mr. Leman. 


ag famed “a eahup 


i bd > 7 * " a 
uted? guc Liege nie, lot 


odd otnt wect wordt ¥ 


ove mi wom sxrpd¢ saonte i -) 
‘nA 
(ine ari? anics zr se£tanoan9d 


ow Goeee 


12 4) ' 
4s 
eagoed asw HOGL at goa to wate gedd ssuvona 8 
a Drs 
tnsaw to (b> Qvecay vosd Suaives edt nt sige bye 
pati, 
Viiotup tend ¢ | 
ne 
std Teel ail :WAMEI ABWOTERIMNOD ata) 
x § ~~ 
O% 
Kappa 4 Steud eaw shan Gaciaagal a 
28 ed? wo moloed fuel eddy vans SHOVHE to ie 
VOTO] 1s Lud 5S 2Ba é rey od Biwgords a ToOsoerT 
d oF » f L :;WVONRSGIS. AM . 
; 7 i 
ig AMO.leeup taecd7 wailteweng Re isTetss er: 
OY Afed a IO tSés Scien taxeaep ont Fosgss iho 
a 
ereey CY to eag siz «sve 2tovestlsd wi Foal I" ve 
oe 
tue sy ye. .""egnet wae te od anal Tor ® oe 
28 t ious aT colt leog eeTSsveTt eat - seo) 
ie i ” 
~Ot%G sviez 6 ‘iQ Jon bl SW yw enotegodgo. hema 20 
100 DED aw ,abapd o6q0.t0A Saniveac sd? ot note 
@ 
vienatiisg .ai tart ~- ytgeneoen alinp tL ‘abe 
¥; dew Pg 
ONY Jon saw gi bab .- Yrseseoas 7) sebianvo ‘tab 
obaniusc! owe SS YS be@eerexe etn Oint 
hd ¢ 
22 dh ‘i oh 
uiedty) HAMEL ROG idrals % 


‘7nd Snag apis an ol slvong nt me eine ater 


Wo Jevens segs Bae Jucda od | en, bivow . 


a) = ath 
7 a “c4 


4 


Nethercut & Young = 8654 i 


Terente, Ontario 

One of the difficulties encountered in a directorate 
under the Bank Act is the access to individual 
commercial borrowers! accounts which may come before 
the board, and you have to take the extreme view. For 
instance, a director who got to the point where he 
was not mentally competent and was inclined to 
talk about Sani: affairs outside the directors meetings, 
could cause very serious trouble, The same danger 
does not exist in the savings banks. 

You can also say that the 75 year 
limit has deprived the banks of some very competent 
and clever people, But probably in the long run 
it can be regarded by the banks as a very good measure 
under all the circumstances. 

THE CHAIRMAN: It is rather awkward 
when the directors ali reach 75 years at the same 
time. 

MR. ELDERKIN: You mean when they go 
to sleep in directors meetings? 
THE CHAIRMAN: who is going to fire 
whom? 

MR. ELDERKIN: Perhaps it is human 
nature, but very rarely do they want to resign. 

THE CHAIRMAN: Nobody ever wants to 
resign. 

COMMISSIONER LEMAN: Did not the 
Quebec Savings BankSalso make a request relating to 
the percentage to be lowered on mortgages? 

MR. ELDERKIN: Yes, they wanted an 


increase in this. There again, we -- Ll am using 
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1 the editorial "we" -- parliament has put a gradual 

2 increase in the limits, which now are at Ho per cent 
3 of the deposits covering both N.H.A. and conventional 

4 lending mortgages. I think they want the N.H.A. 


mortgage eliminated from any limit, and the eerie ie 
mortgage limit raised to -- I have forgotten their 


request in this respect. 


This is all a matter of evolution 
and training. Frankly, the thought behind this 
was to work them gradually into these positions, as 
they acquired, experience, Here I may say that their 
experience in mortgage lending has been extremely 
satisfactory. In the conventional field, losses 
are negligible. 

COMMISSIONER LEMAN: We have heard 
a request from the chartered banks that they be 
empowered to lend against mortgage security. But 
nowhere was there any discussion as to whether there 
Should be some percentage limitations in the way in 


which they could lend against mortgages. Does that 


inspire any comment on, your part? 

MR. ELDERKIN: vec Mr. Leman. i 
think I could say this is a question of liquidity 
to a great extent. In commercial banks the need is for 
liquidation to meet the demand for commercial loans. 
If a bank cannot discipline itself and manage its 
own affairs in that respect, it is going to get 
itself into trouble. I do not mean that it will 
get into financial trouble, but it will lose its place 


in the competitive field of commercial lending. 
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With savings banks there is no such 
demand. There is no great surge of demand. There 
is a demand for ioans-- a fairly controllable demand. 
They don't have long-term loans, except in the 
mortgage field. They have call loans or personal 
loans, and all of these are very easily managed. 
Their liquidity demands are quite different from 
those of the commercial banks. 

This is one reason why we have a 
aifferent cash reserve for them. The Quebec 
Savings Banks have a 5 per cent daily reserve as 
compared with an 8 per cent average reserve for 
chartered banks. The impact of their clearings 
is not as heavy by any means, relatively speaking, 
as that of the chartered banks. 

COMMISSIONER LEMAN: In the mortgage 
fields, I had in mind thecompetitive angle. aioe} 
lot of mortgage lending institutions are sub jected 
to either statutory or conventional limitations or 
on a percentage of loans against security, et cetera, 
and the banks did not have it, that might affect 
the relative competitive Pr eeton which each type 
of institution had. 

MR. ELDERKIN: It is certainly 
going to affect the relative position on interest 
rates that may be charged too. That is, the more 
competition there is to get into this conventional 
mortgage field, the more competitive the rates are. 

I don't think this is going to impose a particular 


: + ) 
onus as far as the comparison between commercial banks 
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and savings banks goes, for the reason I have tried 
to explain. The commercial banks cannot afford to 
go beyond a certain stage-in their long-term lending, 
whereas the savings banks can go up to their statutory 
limit or even higher, because of the semi-permanenc 
of their deposits. It is perfectly true that these 
are payable by arrangement on demand, but if you look 


LS a 
at the history there / solid body of deposits, and 


the way it is growing in both organizations at the 
present time, it is apparent that the global amount 
does not go down except very temporarily. 
COMMISSIONER LEMAN: How about these 
institutions limiting their loans on properties to 
60 per cent of the value of the property? I admit 
there is always the matter of valuation, that there 


is a certain freedom in the way in which valuation 


is placed on a property. 

MR. ELDERKIN: Yes. 

COMMISSIONER LEMAN: We have been told 
that there are criteria, and it is fairly uniform 


among institutions; it may vary a little, but generally 


speaking the valuation procedures are not too different 


Do you see any merit in any regulations of this sort? 


MR, ELDERKIN: Well, possibly the 


maximum which is set by the Act at the present time 


is somewhat antiquated in that no doubt it was set 


when there was a completely different method of 


mortgage payments than there 1s today. It was 


set at a time when a mortgage term was for five or 


ten years, with no arrangement for repayment. There- 
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fore, these institutions and other companies considered 
that there should be a relatively low level of 
valuation. 

There is a considerably higher 
level of valuation in the savings banks, in many 
of the states, where they can run up to 75 per cent. 
I think I am right in saying that the Saxon Report 
mentions this for commercial banks -- 75 to 80 per 
cent of valuation, provided the mortgage is repayable 
in instalments over a reasonable period of time. 

I think this is something that the 
government will be looking at very definitely when 
it comes up in 1964. 

COMMISSIONER LEMAN: That is alll 
have, Mr. Chairman. 

COMMISSIONER BROWN: I would like 
to ask Mr. Elderkin about inner reserves of the 
Qubbec Savings Banks. The basis of calculation is 
on a higher level than that permitted for the 
commercial chartered banks. 

MR. ELDERKIN: Yes. Here again, 
Mr. Brown, they are now not permitted any reserves 
on Government of Canada securities or provincial 
securities, but they are allowed at the present time 
a 5 per cent dente on most of their loans, a large 
percentage of which really falls in the mortgage class. 

This has been in effect ever since 
1944, and I think it has been left in effect to see 
what experience the banks will have in mortgages. 


They were never in the mortgage field prior to that 
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1 time; their investments were almost entirely in 
2 securities and call loans, et cetera. It was 
3 only later that they got authorization to make 
4 conventional mortgage loans, and the government up to 
i‘ .. the present time has permitted them to have 
6 this 5 per cent reserve, I cannot tell what their 
7 viewpoint will be at the next revision. There is 
8 no formula here, and I do not think you could put 
9 a formula on the savings banks. This is a completely 
10 different story; we are dealing with a type of 
11 assets where there is no lengthy history at all. 
12 COMMISSIONER BROWN: Is this a 
13 suggestion that if the banksgo in to conventional 
14 mortgage lending that their reserve basis of cal- 
15 culation should be varied too? 
16 MR. ELDERKIN: No, I don't think so, 
17 They already have some mortgages, and they have some 
18 near mortgages. - a great number of them, in the 
19 way of corporate bonds. 
20 COMMISSIONER BROWN: I notice there 
41 is another distinction too, that if a Quebec Savings 
22 Bank goes over the par, they have only to take one- 
23 fifteenth for the year, and if they g0 below they 
24 can make it all up in any one year. 
25 MR, ELDERKIN: Yes. This is the 


Same provision as in the formula for the chartered 


banks up to 1960. ‘There is very little variation 
outside of the growth in the assets of the savings 


banks. I think this is about the only reason I 


can suggest that this particular provision has not 
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been taken out of the formula so far as the savings 
banks are concerned. 

COMMISSIONER BROWN: It has not 
been operative. 

MR. ELDERKIN: It has not been 
operative because they have been growing anyway. It 
could be changed any time on the Minister's 
instructions. 

COMMISSIONER BROWN: I was trying 
to get the basis or the principle behind this 
method of calculation and of handling this problem 
or of putting over the formula. 

MR. ELDERKIN: Yes. 

COMMISSIONER BROWN: That is all, 
Mr. Chaizxman. 

THE CHALRMAN : Thank you very much, 
Mr. Elderkin,. 

MR. ELDERKIN: Thank you. I hope 
I have been of some Aare 

THE CHAIRMAN: It has been a very 
useful discussion. 

We shall now adjourn until 9.15 
tomorrow morning when we shall hear the submission 


of the Industrial Development Bank. 


--- Adjournment. 
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to the 
ROYAL COMMISSION ON BANKING AND FINANCE 
| with respect to | 

THE BANK ACT 

Chapter 48 of the Statutes of Canada, 1954 
(Pages A. Al to A. 56 following) 
and | 
THE QUEBEC SAVINGS BANKS ACT 

Chapter 41 of the Statutes of Canada, 1954 


Amended by Chapter 12 of the Statutes, 1956-57 


(Pages A. 58 to A. 88 following) 


DEPARTMENT OF FINANCE, C, F. ELDERKIN, 


OTTAWA, May, 1962. Inspector General of Banks 
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THE BANK ACT 


Comments on some of its more important features 
and information regarding legislation on similar 
matters in some other countries. 
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HISTORY 
: Section 91 of the British North America 


Act provides that the exclusive legislative authority o 
the Parliament of Canada extends Deter erie to all 
matters coming within the head of Banking, Incorporatio 
of banks and the Issue of paper money. In 1867 and 
again in 1870 Parliament continued the charters of the 
banks then operating in the four provinces entering 
Confederation and in 1871 enacted "An Act relating to 
banks and banking". The Act became the charters of all 
the banks and continued them to July 1, 1881, thus 
establishing them as statutory corporations,which they 
are today. It was intended that there should be a 
decennial revision of the Act and this has taken place 
except on three occasions when one year extensions 

were granted. 

aa The first bank charter was granted by 

the old Province of Canada in 1822 and between then 

and July 1, 1867, 80 banks were created in what is 

now Canada of which 35 charters were in effect at the 
latter nee Since then 77 charters have been granted. 
Of these 112 charters,38 however were never used and 
expired. Of the 74 banks which commenced business, 

28 failed and 38 have disappeared through mergers or 
amalgamations. Only one of the 8 banks now active 

was incorporated within the past ninety years. 

3s While the British North America Act 
arliament of Canada exclusive authority 


assigns to the P 


m1 ana the “incorporation of 


to legislate on banking" 


banks", it does not define the terms. There have 
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been many legal cases in which the terms "banks" and 
"banking" have been considered viet einievieant as known, 
no precise definition appears in the statutes of any 
country. Some, that have the constitutional authority 
to do so, have enacted legislation governing all 
"oredit institutions" carrying on business in the 
country and have included "banks" within this group. 
yy; A summary of some definitions and legal 
opinions on this subject is submitted as an Appendix, 
pages A.46 to A.52. 
2 i) The only governing legislation in the 
statutesof the Canadian Parliament is contained in 
section 157 of the Bank Act, reading as follows: 
"157, (1) Every person who, in any language, 
uses the word 'bank', 'banker' or 'banking', 
either alone or in combination with other 
words, or any word or words of import 
equivalent thereto, -to indicate or describe 
his business in Canada or any part of his 
business in Canada without being authorized 
so to do by this or any other Act, is guilty 


of an offence against this Act. 


(2) Every person other than a bank who 
uses the name of a bank in a prospectus or 
advertisement for the sale of securities of any 
kind other than those issued by or guaranteed 
as to principaland interest by Canada, and 


every bank that authorizes its name to appear 


in such a prospectus or advertisement or uses 
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its name in such a prospectus or advertisement 

published in a newspaper, is guilty of an 

offence against this Act." 
6« The provision in subsection (1) has the 
effect of prohibiting any foreign bank from operating 
a branch or agency in Canada under its own name 
if the name includes any of the words reserved to 
the authority of Parliament. 

| INCORPORATION OF BANKS 

i. Sections 8 to 18 of the Act contain the 
provisions governing the incorporation of a bank 
which requires a special Act of par tienen es On the 
coming into force of the incorporating Act, the Bank 
Act becomes oe charter of the bank and it has 
conferred upon it all the powers and is subject to 
all the provisions of that Act. As a statutory 
corporation it has no powers other than those in its 


charter and if any unauthorized action was taken, it 


would be void. 


DIRECTORS 
8. The Act provides that the bank shall be 
under the management of a board of directors of whom 


a majority must be subjects of Her Majesty ordin- 


arily resident in Canada. 


9. Directors are elected by the shareholders 


at each annual general meeting and if a vacancy occurs 


during the year, it may be filled by the remaining 


members of the board. A person is not eligibile to 


be elected or appointed a director if he has reached 
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1 the age of seventy-five years. 
| 2 ats Directors may make by-laws with respect 
3 to any matter except an increase in their own 
4 remuneration but where any such by-law provides for 
5 a matter that may be the subject of a shareholders' 


6 by-law, it must be ratified at the next annual 


7 general meeting or thereafter cease to have effect. 
8 
; CAPITAL ACCOUNTS 
4 11. Since the Bank Act was amended in 1954 
there have been substantial increases in the total 
4 of paid-up capital and rest accounts of all banks. 
\ The Bank Act provides that 
(1) The authorized capital of a bank must be 
7 stated in the original charter and must not 
1 be less than $1 million divided into shares 
of $10 par value each. 
: (2) The subscribed capital must be not less than 
7 $1 million and the paid-up capital not less 
i than $500,000. 
(3) The authorized capital may be increased by 
4 means of a shareholders' by-law if the latter 
‘ is approved by the Treasury Board. 
i (4) The directors may issue new shares within 
‘ the limits of the authorized capital and 
ti these shares must first be offered to the 
i then shareholders on a pro rata basis 
except that 
28 
29 | (a) the price of the shares shall be not 


* less than the par value of $10 each 
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and any premium no greater in relation 
to the par value bhatt dks rest account 
is in relation to the paid-up capital 
stock, 
and 

(b) no shares need be offered to a resident 
of a country where the offer should not 
be made unless information other than that 
in the last financial statement is 
required. 

(5) The bank has an option with respect to the 
type of shares to be issued. These may be 
transferable only on the stock registers of 
the bank or they may be transferable without 
registration. Five of the eight banks have 
shares of the latter type. 

Capital Funds versus Loans and Investments 

ie There is no statutory measurement in the 
Bank Act relating the amount of the paid-up capital 

to the maximum investment in any type of assets,such 

as loans, securities or bank premises. National banks 
in the United States, subject to a number of 
exceptions, may not hold total obligations of any 
borrower in excess of an amount equal to ten percent 

of the paid-up capital and surplus of the bank. The 
total of investment in bank premises and controlled 
realty corporations and loans to the latter may not 
exceed an amount equal to the paid-up capital. A 


state bank which is a member of the Federal Reserve 


System has the same limitations on investment as 4 
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national bank. | 

a Banks in Great Britain have no statutory 
limitation on holdings of any asset. The laws of 
several other European countries that were examined 
do not require any prescribed relationship between 
capital and assets of the banks. Australia has no 
limitations on holdings of any asset. 

Par Value of Shares 

ah Bank shares in Great Britain must have a 
par value, usually, of fl each. United States 
national bank shares must have a par value of $100 
each or such lesser amount as may be provided by the 
articles of incorporation and preferred stock may be 
issued if approved by the Comptroller of the Currency. 
Minimum Capital Stock 

15. ’ Banks in Great Britain operate under 

the Companies Act and no minimum capital is required. 
National banks in the United States are required to 
have a paid-up capital of $50,000 to $200,000 depending 


on the size of the community. 


Maximum Capital Stock 
16. The laws of Great Britain do not state 


any maximum but an increase in authorized capital 
would require an amendment to the charter of a bank. 
United States national banks require the approval of 
the Comptroller of the Currency to increase authorized 
capital. A European bank requires an amendment to 


its charter to increase its authorized capital. 


Increases in Paid-up Capital and Rest 


17. On page A.& following there is submitted 
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a statement of additions to paid-up capital and rest 
accounts ofthe chartered banks. | 

Comparison with United States Insured Commercial Banks 
18. On page AYfollowing there is submitted 

an approximate percentage comparison as at December 
31, 1960 of the assets, liabilities and capital 
accounts of Canadian chartered and United States 


insured commercial banks. 
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STATEMENT OF ADDITIONS BY BANKS TO REST ACCOUNT 
AND PAID-UP CAPITAL DURING THE YEARS 1954 TO 1961 


AND TOTALS FOR PRIOR YEARS 
ALS FOR PRIOR YEARS 
(Amounts in thousands of dollars) 
Rest Account 
<A 2p MALE ett SGN GAL oT ice 
From From Issue of Paid-up 
Profits Capital Stock Total Capital 
Bank of 
Montreal 35,000 50,850 85,850 24,750 
The Bank of 
Nova Scotia 20,520 36,480 57,000 12,000 
The Toronto- 
Dominion Bank 19,400 34,647 54,047 16,943 
The Provincial 
Bank of Canada 6,200 2,800 9,000 2,000 
Canadian 3 
Imperial Bank 
of Commerce 69,570 60 , 430 130 ,000 29,680 
The Royal 
Bank of 
Canada 85 ,460 Be 61) 166,074 31,528 
Banque 
Canadienne 
Nationale 17,000 9,000 26 ,000 3,000 
The Mercantile 
Bank of 
Canada 600 400 1,000 4,000 
All banks, 
1954-1961 253.150 EER 530,968 123,901 
All banks, ‘ 
prior years 138,510 116 ,490 255,000 151,000 
Totals 392 ,260 393,708 785 ,968 274,901 
—————— ——————————— ———— SSS 
Notes 1 Including re-transfers from inner reserves, 
2 Including figures of The Bank of Toronto and 
The Dominion Bank prior to amalgamation. 
dian Bank of 
Including figures of The Cana 
; Commerce, Imperial Bank of Canada and Barclays 


Bank (Canada) prior to amalgamations. 
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APPROXIMATE ASSET AND LIABILITY PERCENTAGES 
AT DECEMBER 31, 1960 
CHARTERED BANKS AND U.S. INSURED COMMERCIAL BANKS 


United, 
Canada States 
Assets 
Cash assets and due from banks 14.4 2043 
Federal government securities Loa 23.6 
Provincial or State and municipal 
securities 5.8 6.8 
Other securities 3.4 ».2 
Loans and discounts 55.0 45.8 
Bank premises and controlled 
corporations Law a 
All other assets 1.6 ie 
100.0 100.0 
Liabilities 
Federal government deposits 326 |64 
Deposits and balances due other 
banks 5.0 fipe: 
Demand deposits, other 38.0 51.8 
Time and savings deposits, other 46.1 27.8 
All other liabilities 2.0 2.6 
Capital funds eer: 8.1 
100.0 100.0 
—— — 


the Deposit Insurance 
December 31, 1960. 
ses to fit Canadian 


1 Source: Annual report of 
Corporation for the year ended 
Figures are adjusted in some ca 
titles. 
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1 FINANCIAL STATEMENTS 
”) 19. Section 58 which aay with the 
3 annual financial statements which the bank must 
4 submit to its shareholders was almost completely 
5 revised in 1954 to conform with modern accounting 
6 procedure. Section 103 requires the bank to submit 


7 monthly statements of assets and liabilities to the 
8 Minister of Finance and these are published in the 
9 Canada Gazette. The forms of the statements of 


10 assets and liabilities which appear as Schedule N 


11 and M respectively in the Act were amended by the 
12 Governor in Council in January 1957 to require the 
13 banks to state all securities of the governments of 
14 Canada and the provinces at amortized value. Other 
15 securities are stated at not more than market value 
16 in the annual and monthly reports. 

17 20, | A review of the annual financial 

18 statements of banks in other countries indicates 

19 that those of the Canadian banks compare favourably 
20 as to detail and information. There appears to be 
21 no similar requirement elsewhere to compare with the 
22 very comprehensive monthly return of assets and 

23 liabilities of individual banks submitted and 


24 published here. 


25 21. It is not a requirement here or 
26 elsewhere to publish a detailed statement of 
27 earnings and.expenses of individual banks, but a 


28 composite statement for all chartered banks is tabled 


29 in Parliament and published annually in the Canada 


! Gazette. A copy of this statement for the fiscal 


‘ye 


— 


pa ty 


7 Dare, ¢ aa 


ed? detw afand dotriw & 
Pg es 
Teun Motes add Aokdw wre 7 atop i 


> 
sé 


— 


ylavefqmen taomls asw ‘eebfotenana € st 
uittavooss misbom pithy erotnoe ot A2eL on ‘hs 
= : 


- ae 
simdie ot Anad sod soxtupes: gare mortoe2 ., omy 


_ 


ca a i peg 


at? of esitiitdetl bae steees Yo avasmetase-y 


>. 
a1 


badaifdya ots esed¢ Boe somnk® to 


. Te ee 
Yo attemasete off lo emtot sd .ectess) shane 
sa 7 
“ slibsrio%. a8 tsegqqs doidw eolttitdall dns steses 
siiv <d Sebosma ovsw FIA offs AE wevisnegson, i. bn 
~ a aol 
tipes of TRL <uraine& aby se iaeath is Zev 
\ o ah re 
| ‘tO slcesmrvieved att To aoles 1088 Its state oF Bot 
. sylav Gestitome te seoniveng ‘edt bes 2 30) ae : 
a - = ? 
| Imicen cad otom For ts betete ex seryl 
| -etucge: ytitnem ips Launns odd | nu 
: 
fetoasrit Tayi. aid Lo wekyem.- ; 


isoOlont adhtdavoo verte mm emg” 15/sSen 
ldsiwivs? steqgmes mica nelbehad afd 0 came dz 

od OF masggs oted? .not¢mmmotal bas [based of as 

) a17 nvlw etiaqnoes'ot scesiweele tnenetinpet a OF 
hfe ateeas to ntuiee yindnam ovdanodorqnog. 4 
ban Sotvhadve wined Dawbkvtbab 2o soneaatin 
-oied hes . 

"© @g@c frogettupst s tor ei 32 x 
to r1onstedn belkated « Batidug ad tn 
@.f2¢ omiasd Saahgu batt 2 aeansqxe-hass soto ; 
iE Bhat 7; 


i 
a] Gofdut at eins’ dSsuecueel fia 102 


‘Shanes edz at ea sicaeaa 


cules 
1) eer bee 
: 1 fect edt 261s ets _ 


7 
, 
vA, 


Nethercut & Young 
Toronto, Ontaric ye ps A 


years ended in 1961 appears on page A.12°following. An 
approximate percentage comparison a earnings and 
expenses of the Canadian chartered banks and the 
United States insured commercial banks for 1960 is 


submitted on page A.13 following. 
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THE CHARTERED BANKS OF CANADA 


EARNINGS, EXPENSES AND OTHER INFORMATION 
FOR THE FINANCIAL YEARS ENDING IN 1961 


(Dollar amounts in millions) 


Compiled from returns made pursuant to section 106 of the Bank Act 


ec. 


CURRENT OPERATING EARNINGS 
Interest and discount on loans. . . 


Interest, dividends and trading profits on eccurilicai< 1011010000. counts 196.8 
Exchange, commission, service charges and other current operating earnings................ 143.1 
Total current PPERAWDE CARH ngs .."< ya adridoa dak aleve Cdiiee naa 880.2 

CURRENT OPERATING EXPENSES 
en oop once sinks svgsdaany'ens iv ovees gepdaime man 290.8 
ee er employees.) eS ckeL LO. Oh eae 243.8 
Me MCN TUNE, os reve csiehvavinvinvatcsiccimen mee 13.3 
Provision for depreciation of bank PreMIGCR 50". 5 sca tine een mice eeties saan 6 aa eee 19.6 
Other current operating ROR eit on «chia anit ARMIN and v Wills Pies a.t ddan ence na dae 122.8 
Total current operating PARED BES 6s: errsstnseevefets 04: 0n.5irtr enero ae ae ele ee 690.3 
TA EDIE R a a ne sy i haeevis ss vss bw ven vin oRPQ adhe Ceveeae a, 189.9 
Add: Capital profits and Bee MeCUrring items’... .:, 2p «es cee k ay La ew 1.6 
_ Add: Retransfers from inner reserves loss provision: for losses, J ¢5:< 15's’ sun auf 10.6 
NC ABCOMC TASER cs ecacpsdiyees ucia ccs AMMAN Lee. Le 101.7 
Leaving for dividends and shareholders EY Si ousdaltay sia hie aris Roe a A ee 100.3 
Srywaeks Dividends to shareholders... 2. ....064. 5000 neecnvcecesevetersseneseceei, 57.8 
Additions to shareholders equity............0. 000000000 cee! 42.5 


ADDITIONS TO SHAREHOLDERS EQUITY AND INNER RESERVES 
TWENTY-FIVE FINANCIAL YEARS ENDING IN 1961 


<a... es ae ar errs 
SHAREHOLDERS EQUITY 
Undivided Profits 


From operating earnings, net after transfers to rest account.............0.0sececeacece 1.4 
Rest Account 
Eromioperating earnings and undivided profits... ... «++. 0>+« ssw sesss ssn 160.2 
Pir onic ura DRVETSM OM MINMET TESCLVES. «:/s/</a'v,0 is oro'e sine le vcteld tatters eisdusieae a eace atten nna 206.8 
eee Ors NeW Shares, S27 ).. Th EGG os sas 6s Sacars4 5 ae soca 0's Brphinra sooner em 285.2 
Capital Paid Up . 
EO CAMINE TLE LOMBIIC WE BELATED (ovo ccsvesscr cis 1-fh dle, e/cvaceoie ov ¥1 59) idea ont ance Perr vacua eee ee a ee ee 129.4 
MR IMMIOE Ce MHRTCNOIUERN EQUILY <2. 65:0 45 « os 6 ou 09% vader s aes hee +4 ade ee 783.0 
INNER RESERVES : 
Hiomroperdting earminps’and capital profites... 01+ sess cuhetansan delete s+ + cceeesseseeevrs 572.9 


Deer TAINO Tetranisterred GO TeSt ACCOUNE.. 1.1 .cs0cs0e ch sewsd nese ateneaee devas mee nn 


eee Losses on loans and investments! 6 ™, 0... <e 5 estas reece ee nesta cs sneevnes seu aeuace 161.0 
Be PECR CIOL OLR COMTTLCT aLESOLV.CS oft oe: ae.o a0 ec ines be aso 0:0 5 5 wy huni MON ans Oey alee igen 205. 1 
t oF. 
*Ratio of average annual loss experience to related assets........0 0000s cece seen eee ees ees 151% 
Notes 


' Realized profits and losses on disposal of securities are included in operating earnings. 
* Before provision for income taxes, losses and transfers to inner reserves. 
* Profits and losses on sale of fixed assets and adjustments relating to prior years. 


‘ After amounts retransferred to rest account. ; 
5 Includes income taxes on taxable portion of additions to and amounts retransferred from inner reserves, 


and foreign taxes. ae i i 
6 Losses en provision for losses on loans and provision for market valuation of investments other than 


securities of Canada and the provinces, less recoveries. 
K, W. LAY LOR, 
a, 1, 1962 Deputy Minister of Finance. 
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APPROXIMATE EARNINGS AND EXPENSES PERCENTAGES 
CHARTERED BANKS AND U.S. INSURED COMMERCIAL BANKS 


CANADA - FISCAL YEARS 1960 : U.S. = CALENDAR YEAR 1960 


United, 
Canada States 
% % 
Earnings 
Interest and discount on loans 62.4 62.8 
Interest, dividends, trading 
profits on securities 21.6 22.9 
Other operating earnings 1640 14.3 
100.0 100.0 
Expenses 
Interest on deposits 3c ce RO eas 
Remuneration to employees 27 3 25.8 
Depreciation of bank premises 126 eal a 
Other operating expenses - there 18.9 
76.9 64.0 
Net operating earnings 23.2 36.0 
Distribution of net operating earnings 
Provision for losses and additions 
to inner reserves ae ay Be ee 
Provision for income taxes 6.2 cere 
Dividends to shareholders 274 21.5 
Addition to shareholders' equity _15.4 _30.0 
100.0 100.0 


————_— 


1 Source: Annual report of the Federal Deposit 
Insurance Corporation. Figures adjusted in some 
cases to fit Canadian titles. 
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BANK INSPECTION 
2e. One of the provisions of the first 


bank charter granted in 1822 authorized the bank to 
maintain branches and agencies, and this feature has 
been a part of every subsequent bank charter. At 
December 31, 1961, the eight banks had almost 5,400 
branches, of which 157 were outside Canada. On the 
books of the branches and head offices, the banks now 
record over $19 billion of assets consisting mostly 
of cash, securities and loans. For the purpose of 
examining and auditing these records, a system of 
inspection has been developed which we believe to be 
as comprehensive as any other in the world for similar 
institutions and more so than most. It is carried 
out by three agencies: bank officials, shareholders'! 
auditors, and government officials. 

Internal Supervision 

25. A most important part in the 
inspection system of Canadian banks is the internal 
supervision and audit. A study of the bank failures 
of years ago indicates that many of them probably 
would have been avoided, or at least the losses 
greatly reduced, if efficient supervision of this 

type had been in effect. This internal control has 
been developed to a very high degree in the Canadian 
banking system of today. 

eu, - Almost without exception, active loans 
are carried on the books of the branch through which 
the loan was made and at which any collateral security 


is held. With relatively minor exceptions, investment 
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securities are carried on the books of head office 

and in the physical custody of its officers. For 
convenience, or in special circumstances, (particularly 
in the case of foreign issues) some may be held at 

the branches. From the viewpoint of supervision and 
inspection, the investment security department at 

head office is treated in much the same manner as a 
branch*office. 

By a system of branch reports, the 
head office of a bank is kept informed of the 
situation in respect of all loans in excess of small 
individual limits. Strict rules are in effect 
regarding the type of security for loans which the 
branch manager may accept and the form in which it 
is to be hypothecated to the bank. All loans which 
become impaired are given special attention by 
branch managers and district supervisors and become 
the subject of special reports to, and attention ny; 
head office officials. 

20 The bank inspection staffs usually 
conduct examinations of all branches at least once 
annually and, if considered necessary, at more 

frequent periods. The officials who do this work 

are chosen from those whose experience and ability 

in the field of lending fit them for these important 
duties. They are accompanied by assistants who 

usually concentrate chiefly on auditing and routine. 
The branch is never advised in advance when an 


inspection will take place and every effort is made 


Loans are 


to preserve the element of surprise. 
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earefully scrutinized; cash, securities, collateral 
are verified and test confirmations of accounts are 
despatched to borrowers and depositors. The scope of 
the examination is very broad and in cases where tests 
only are prescribed, the inspector will enlarge the 
test if, in his opinion, it is warranted. Reports are 
made on other matters, such as the conduct of business 
at the branch, service to the public, quality of 
personnel and conditions in the community. Inspection 
reports are sent to head office where they are 
carefully studied by officers of the credit department 
and other officials and made available to the directors 
Poor loan risks, irregularities and other pertinent 
matters are reported to and reviewed by the management 
and situations which require remedy are followed up 
and rectified as quickly as possible. 

Shareholders’ Audit 

ele Following the failure of a bank in 
which the assets had been seriously dissipated 

through speculation, legislation to make shareholders' 
audits compulsory was first enacted in the Bank Act 

of 1913. It provided that the general managers of 

the banks should select each year a panel of not less 


than: forty persons deemed by them to be competent 


to act as auditors. The selected names were then 


submitted to the Minister of Finance and, to the 


extent that he did not express disapproval, the list 


Was published in the Canada Gazette and the share- 


holders of each bank were required to appoint one 


or more auditors for this list. Except for the 
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approval of a bank's general manager, there were 

no stipulations regarding training, ability or 
professional standing, 

25. In 1922, following the necessary 
absorption of one of the larger banks to prevent a 
failure, the Minister of Finance caused to be made 

a special enquiry into the circumstances surrounding 
the impairment of its position and after very care- 
less auditing had been revealed, he recommended 
several amendments for the purpose of improving and 
strengthening the reporting and auditing provisions 
of the Bank Act. 

The amendments enacted in 1923 are, with minor changes 
still in force and are contained in section 61 of the 
Act. Some of the more important provisions are as 
follows: 

(1) Only experienced members of provincially 
fie Hive twee accounting institutions may 
act as bank auditors. The present 
incumbents are all practising chartered 
accountants who each have had many years 
of auditing experience. 

(2) The Minister of Finance has the right to 
declare any person ineligible for appointmen 
or to cancel the appointment of a bank 
auditor without accounting for his action. 

(3) Two eligibile accountants, not members of 
the same firm, must be appointed by the 
shareholders to audit the affairs of a 


bank. No two persons or members 
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respectively of the same firm may act 
together as auditors pee more than two 
years in succession, 

(4) The Minister may enlarge or exteng the 
Scope of the audit or direct that another 
or particular procedure be established, and 
he may require the auditors to report to 
him on any matter in respect of which he 
desires information, 

(5) The auditors are required to report in 
writing to the president and general 
manager on any matter affecting the bank 
that they consider unsatisfactory and, 
ine Partricilar, aoe any loan exceeding 
one percent of the paid-up capital and 
rest account of the bank which, in their 
Judgment, is liable to result in a loss 
to the bank. At the same time they must 
give notice in writing to each director 
that a report has been made to the 
management and must send a copy of the 
report to the Minister. The report must 
be presented to the next directors! 
meeting and incorporated in the minutes. 

29. The auditors make an examination of 
several of the larger and more important branches 
annually and, in some cases, twice a year. A very 
large proportion of the cash and securities owned 
by a bank is carried at these larger branches and 


at head office. In addition, it is customary for 
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the auditors to review a number of cherin teeny 
inspection reports each year to sserees themselves 
that the procedure is adequate and that they may 
reasonably rely upon the methods of branch inspection 
to ensure accurate returns. In the course of their 
examination, they have access to all books and records 
at the head office of a bank, including branch 
returns, supervisors! reports, inspection reports 

and correspondence, and are entitled to receive 

from the officers of the bank all information they 
may require for the purposes of their audit. All 
loans over a comparatively small individual amount 
are examined and, in assessing the value of these 
credits, they have the benefit of the reports 
previously referred to, as well as the opinions of 
the senior credit officials of the bank. 

Government Inspection. 

BO. The improved reporting and auditing 
requirements of the 1923 Bank Act quickly brought 

to light the very serious conditions existing in two 
banks. One of these was taken over by another bank 
and thus saved from failure. The other, the Home 
Bank of Canada, failed in 1923 and caused the biggest 
loss to depositors in the history of Canadian 
banking. A subsequent enquiry revealed hopelessly 
incompetent auditing by the person who had been 
charged with that duty for several prior years. 

This failure and the maladministration and lack of 


control which was disclosed caused a renewal of the 


demand for government inspection of banks and in 
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1924 the Bank Act was amended to provide for the 
appointment of an Inspector General of Banks, 

ot This officer is appointed by the 
Governor in Council under the provisions of section 
62 of the Bank Act and is required from time to 

time, but not less frequently than once in each 
calendar year, to make or cause to be made such 
examination and enquiry into the affairs of each 
bank as he may deem to be necessary or expedient 

for the purpose of Satisfying himself that the 
provisions of the Act having renee to the safety 
of the creditors and shareholders are being duly 
observed and that the bank is in a sound financial 
position. At the conclusion of each such examination, 
he is required to report thereon to the Minister of 
Finance. 

Se. The banks submit returns to the 
Minister of Finance on many pertinent matters and 
all of these come before the Inspector General 

for review. Among the returns received are monthly 
statements of assets and liabilities, statements of 
cash reserves, valuations of security portfolios, 
statements of earnings and expenses and classification 
of loans and deposits. Also, once a year each bank 
furnishes to the Inspector General individual reports 
as at a prescribed date on all loans over a specified 
amount. In 1961 more than 3,600 of these reports 
covering aggregate outstanding loans of over 


$4,200 million were received from the banks. 
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33. From the various reports and returns 
received from each bank a considerable amount of pre- 
examination data is compiled and the actual time 

which would otherwise be spent at the head office is 
reduced accordingly. In conducting the examinations, 
unnecessary duplication of work is avoided when that 
work has already been efficiently carried out by bank 
inspectors or shareholders! auditors. The examinations 
do not embrace a physical check of cash or collateral 
or securities on hand, as this verification is already 
adequately covered by the latter. Considerable use 

is made of the results of the inspectors' and 
auditors' work in the study of the more important 
features of the bank's operations. 

cue Particular attention is given to the 
quality of the larger individual loans and invest- 
ments and to the inner reserve positions. In practice, 
examinations are confined almost entirely to head 
offices where all files are available, including 
statements, reports, credit and other information 
concerning borrowers and anvestments. Individual 

loan risks are discussed where necessary with credit 
officers and executive officers of the bank and, 

in some cases, with the shareholders' auditors as 
well. Audit procedure and more important matters 
relating to the financial condition of each bank 


are reviewed with the shareholders! auditors. While 


it is the usual practice to make an inspection only 


once in each year, supplementary information is 


furnished on request, discussions are held with 


, 
| 


— AN gee 


ined yd due betwra yisuetortte aged ¥ 
 inhabsiaanie out .@xodlbve, | ‘erebloderade, 10 a1 


yonet{s 44 notpaot L2dey addy 8 .Seed m0 okies 


eoltoe7g al ,seottiecq evtessttendt edd of Bas stem 


ee 
scoltentmexe sit gattoubaoa AL | 4° 


ne sania ca 


lavedaifes to. deso te Needo Laoteydg A “apertdg. 4 


Be 


vey eldarsbteaod .vsersl edt yd bezevgo, an 
bee ‘atosoeqent ott to avlvast edt to Oba At 
gnaduegmt gio oft Io ybete edtunb stow nan 

| -anoldg@rego e'Xnsd ony Penner uy : : 

edt ov devly ef ootinedts “eliehetet yo) iu aa ve oe 7 
~teoval bas esol Laobivibmt aegeal eld Yo Whteup 


7 

| 
mr 
1 


beed of yflextins taomis bent ios ove eacteantnane 
anibufont .sidelieve eta eebt? [fe esache seohtio : 
molt paso iat tandito DG iiGeto ,siueqet arnemetaye 
feubiviial .sJnemteevrs bas stewerrod antarestion 
tlievo rMalv wrsageoen stad Sosenosth eis etalt Bol J 
bits Nand mit 20 ate0llto eviguoexe, bis. apRanaRo, i 

66 etoitive ‘atebionetsda ait, dviw .89859, moe At : 
sr90Cen Jcotrogat sioq Das sivbeoorg ¢2bua thee , 
used pegs Yo noted Longo Baeeeeens, et 98 guttaton 
ellis . nuotiiye ‘arcobLossesacde eat esay, Bewok eet re 


ying colzoaqer! an glen ot orth bin Aah by 
$l noksabacia: ist . 


Y= 
Hiiw Sfot wig anepeauoade , 


Nethercut & Young 
Toronto, Ontario Ads 22 


executive officers from time to time and developments 
which may be considered to be of particular importance 
are kept under periodic review. 

35. ' fhe banks are permitted by the Income 
Tax Act to set aside out of taxable income inner 
reserves to meet losses on loans and other invest- 
ments to the extent that-the Minister of Finance 
may consider reasonable, having regard to all the 
circumstances. Rules for the determination of the 
maximum permitted reserves in each fiscal year are 
issued by the Minister and, following the annual 
examination of a bank, the Inspector General reports 
to the Minister whether its reserves are within the 
prescribed limits in order that the Minister may so 
inform the Minister of National Revenue as required 
by the Bank Act. 

36. Every chartered bank is required to 
maintain a monthly average cash reserve of not less 
than 8 percent of its Canadian dollar deposit 
liabilities in the form of notes of and deposits 
with Bank of Canada, and to make monthly returns 

to the Minister and to Bank of Canada showing the 
status of these cash reserves for the month. 


The Bank Act requires the Inspector General to 


make or cause to be made an examination of the 


books and records of each bank to satisfy himself 


that the returns are correct. As a large amount 


of detail work is involved, the shareholders ' 


auditors of each bank are engaged to make this 


examination in accordance with an audit programme 
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prescribed by the Inspector General to whom they 
report and who in turn reports to the Minister and 
to the Governor of Bank of Canada. 

ts The bank inspection situation in 
the United States is rather complex as there are 
several authorities involved. The Comptroller of 
the Currency 1s required to examine every national 
bank twice a year. One such examination may be 
waived but not for more than one year at a time. 
State banks are subject to inspection requirements 
in accordance with the laws of the individual states. 
In addition the Federal Reserve system may examine 
all its national and state member banks and the 
Federal Deposit Insurance Corporation may examine 
all its national and state insured banks. In 

many cases duplication of examination is avoided 
by arrangement between the authorities. At 
December 31, 1960 there were 4,537 national banks, 
8,919 state commercial banks and 515 mutual savings 
banks, a total of 13,971 with 10,801 branches, 

and the examining staff of the Comptroller of the 
Currency alone numbered 877. 

In Great Britain there is no 
government bank inspection similar to that in 
Canada. Information is furnished to the Bank of 
England from time to time on request, but the 


final audit responsibility rests with the share- 


holders! auditors who report under the terms of 


the Companies Act. The Board of Trade has authority 


to examine the affairs of a bank if its financial 
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condition is considered to be unsound. 

39. In some other European countries 
there is no bank inspection by government or central 
bank authorities, while in others one or the other 
of these authorities is responsible but the degree 
of supervision varies greatly. 

HO. In Australia a fairly detailed annual 
inspection of national banks is carried out by the 
Auditor General who reports to the Minister of 


Finance. 
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INNER RESERVES 
at. The banks maintain three types of 
inner reserves, namely, 

(1) Specific reserves, which are required by 
the Bank Act to provide for estimated 
losses on loans and for market depreciation 
of securities other than those of Canada 
and the provinces and on long foreign 
exchange positions, 

(2) Contingency reserves, which are for the 
purpose of meeting losses in excess of 
those covered by specific reserves which 
may occur but which are not apparent at 
the time, and 

(3) Tax paid reserves, on which no further 
income taxes are exigible and the amount 
of which is in effect undisclosed rest 
OP ene 

he, Section 68 of the Bank Act reads as 
follows: 

"68, (1) Where in the opinion of the Minister 

an amount set aside or reserved by any bank 

out of income, either by way of write-down 


of the value of assets or appropriation to 


any contingency reserve or contingent account 


for the purpose of meeting losses on loans, 


bad or doubtful debts, depreciation in the 


value of assets other than bank premises or 


other contingencies, is in excess of the 


reasonable requirements of the bank having 
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regard to all the circumstances, the Minister 
_shall notify the Minister of National Revenue 
of the amount so set aside and of the amount 
of such excess. 

(2) Nothing in subsection (1) shall be 
construed to give the Minister any jurisdiction 
over the discretion of the directors of the 
bank with regard to amounts set aside, reserved 
or transferred to any reserve or other account 
from income upon which taxes have been 
assesssed under any Act of the Parliament of 
Canada imposing a tax upon or in respect of 
income." 

43. By definition subsection (1) refers 
to specific and contingency reserves and subsection 
(2) refers to the tax paid reserves. Rules of the 
Minister of Finance for the determination of the 
maximum permitted reserves of a bank under sub- 
section (1) are issued annually. A copy of the 
Rules for the fiscal years ended in 1961 appears 

on pages A.29 to A.32 following. A formula based 

on the average loss experience of the entire banking 
system for the past twenty-five years is used to 
establish a reserve percentage. This when applied 
to the related asset values establishes the maximum 
amount of non-taxed specific and contingency 
reserves that a bank 1s permitted to have. For the 


banks as a whole the permitted contingency reserves 


at the 1961 fiscal year ends amounted in the 


aggregate to $320 million or 3.287 percent of related 
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assets after deduction of specific reserves from the 
maximum reserves allowed. 
4k, In respect of the undernoted assets 
eligible for non-taxed specific and contingency 
reserves under the Canadian formula, the tax laws 
of other countries we have studied are in many 
respects different from ours. With the exception 
of the United States no general (contingency) 
reserves may be created from taxable income. Specific 
reserves for bad debts are permitted but none for 
valuation of securities other than those partially 
or wholly worthless. 

45, | The United States allows a general 
reserve as well as specific reserves on loans if 

a bank elects to adopt this accounting method rather 
than make a direct charge of annual losses against 
operating profits. At December 31, 1960 approximately 
65 percent of the national banks in the United States 
holding over 94 percent of the aggregate loans of the 
system were using the reserve method of accounting 
and the total of their bad debt reserves equalled 
approximately 2 percent of these loans. The 
Calculation of the maximum reserve for each bank is 
three times its ratio of loss experience on related 
loans for any twenty consecutive years after 1927 
applied to loans at the end of its fiscal year. 

46, From time to time suggestions have 
been made that the amount of the inner reserves of 


banks should be published or alternatively that the 


amount for the system as a whole should be made 
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public annually. To date it has been the policy 

of each Canadian government that these amounts should 
not be disclosed. The disclosure of the total reserves 
for the system would provide a method of calculating 
its annual loss experience which fluctuates consider- 
ably at times. 

aT. In European countries no figures of 
inner reserves of a bank or of the entire system are 
published, and in Great Britain the Cohen Commission 
on Company Law in 1945 recommended that a bank should 
not be required to disclose the amount of its inner 
reserves. In the United States the Comptroller of 
the Currency publishes the aggregate of the bad debt 
reserves of almost 3,000 national banks that use the 
reserve method of accounting. These figures appear 
about seven months after the close of the year. 

48. The maximum reserve that may be 
created by a bank out of taxable profits is, as noted 
above, prescribed by the neneeeoe of Finance. As 
subsection (2) of section 68 of the Act specifically 
excludes the tax paid reserves from his jurisdiction, 
the publication of individual or collective figures 


in respect of the latter would require further 


consideration. 
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RULES FOR THE DETERMINATION OF THE INNER RESERVES 
OF A BANK FOR THE FISCAL YEAR ENDING 
IN 1961 
Issued by the Minister of Finance 


pursuant to sections 9 and 11(4) of the Income 
Tax Act 


September 27, 1961 


¥ THE INNER RESERVES of a bank, for the purposes 
of these Rules, include all of its unpublished 
reserves other than the Bank Premises Depreciation 
Reserves. 
2. THE TAX PAID RESERVES of a bank include all its 
inner reserves upon which the taxes exigible by the 
Government of Canada have been assessed. 
ove THE SPECIFIC RESERVES of a bank include all its 
inner reserves in respect of particular securities, 
loans, letters of credit and net long foreign exchange 
positions, that are required to reduce the book 
values of the relative assets to estimated realizable 
values. 
4, THE LOSS EXPERIENCE of a bank includes 
(a) in respect of securities, all provisions 
for specific reserves and reversals of these 
provisions; 
(b) in respect of loans and letters of credit, 
all losses and recoveries of losses, provisions 
for specific reserves and reversals of these 
provisions; and 


(c) in respect of long foreign exchange positions, 


all realized profits and losses, provisions for 


specific reserves and reversals of these provision 
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The net amount of the annual loss experience is to 
be transferred to the Contingency Reserves at the 
end of the fiscal year and added thereto or deducted 
therefrom as the case may be. 
5. THE CONTINGENCY RESERVES of a bank include all 
its remaining inner reserves, and the prescribed 
aggregate of these reserves, hereinafter referred to 
as PAR, is an amount equal to 4.008% of the aggregate 
book value of the assets described in Rule 6, less 
an amount equal to the total of all specific reserves 
in respect of these assets up to a maximum deduction 
of 4.008% of their aggregate book value. 
6. THE ASSETS referred to in Rule 5 for the 
calculation of PAR are 
(a) Securities other than 1) those of or 
guaranteed by the Government of Canada or a 
Canadian province, 2) those of or guaranteed 
by the Government of the United States or the 
United Kingdom issued for a term of less than 
one year, 3) shares of capital stock of 
corporations held for Investment account and 
4) securities and shares of a corporation 


controlled by the bank. 


(b) Loans and Letters of Credit other than 


1) day-to-day loans in Canada, 2) those to 


or guaranteed by the Government of Canada, the 


United States, the United Kingdom or a Canadian 


province, 3) those on the security of Canada 


Savings Bonds at the agreed rate for the issue, 
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ineluding those to employers under a payroll 
Savings plan, 4) those to or guaranteed by other 
banks, 5) those which are not bearing interest 
because of a contra deposit, 6) those to 
municipalities or charitable organizations which 
are offset by a contra deposit bearing the same 
rate of interest, 7) those to a corporation 
controlled by the bank, and 8) mortgages and 
_hypothecs insured under the National Housing 
Act, 1954. 
it If the total of the Contingency Reserves, after 
making the transfer pursuant to Rule 4, is greater 
than PAR at the end of a fiscal year, the surplus is 
to be deducted from the Reserves and added to the 
taxable income of the fiscal year. 
o. If the total of the Contingency Reserves, after 
making the transfer pursuant to Rule 4, is less than 
PAR at the end of a fiscal year, any part of the 
deficiency may be extinguished by a transfer from 


the taxable income of the fiscal year. 


Note 1 - The Contingency Reserve percentage in 
Rule 5 is determined by multiplying the 
Contingency Reserve percentage for the 
immediately preceding year by he ratio 
of average annual loss experience to 
related assets for the 25 financial years 


ended in that year, and dividing the 


result by the ratio of average annual 


j s for the 
loss experience to related asset 
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_CASH RESERVES _ 
19. Section 71 of the Act deals with 
cash reserves, the basis of which has been altered 
several times in the past. After the advent of the 
Bank of Canada in 1934, a bank was required to 
maintain at all times a reserve of not less than 
5 percent of its deposit liabilities within Canada 
in the form of notes of and deposits with the central 
bank. The 1944 Act altered the base to deposit 
liabilities payable in Canadian currency and the 
1954 Act changed to the present formula which requires 
a bank to maintain a cash reserve of not less on 
the average during any month than 8 percent of its 
Canadian dollar deposits. Bank of Canada has the 
authority to raise this percentage to a maximum of 
12 percent over a period of time but this has never 
been exercised to date. 
50. | Almost 90 percent of interest bearing 
deposits payable in Canadian currency are in the 
form of personal savings deposits of which the 
greater number are subject to chequing and in effect 
are on a demand basis. No attempt has been made in 
Canada to set different reserve percentage rates on 


interest bearing and non-interest bearing deposits. 


NOTE ISSUE 
at's Banks are now prohibited by section 


72 of the Act from issuing or reissuing their notes 


for circulation within Canada or elsewhere. When they 
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had this power an additional liability attached to 

the shares of capital stock if the bank became in- 
solvent, but this expired at January 1, 1950 when 

each bank paid to the Bank of Canada an amount equal 

to its respective outstanding Canadian note issue and 
the central bank assumed liability for the redemption 
of all chartered bank notes payable in Canadian dollars 
The amount of this liability outstanding at December 
31, 1961 was approximately $8.5 million. The 
liability of all banks for foreign notes outstanding 


is less than $100,000. 


BRANCHES 
52 The power given to the banks in 
section 75 (1) of the Act to open and operate 
branches both in Canada and abroad has been a feature 
of our banking legislation since before Confederation. 
At December 31, 1961 the banks had 5,225 branches 
in Canada and 157 elsewhere. The opening and closing 
of branches is entirely within the discretion of bank 
management and no approval is required from any 
government authority. 
53. This freedom with respect to branch 
operations was a part of the charter of the first 
bank of the United States. Now, however, branch 


openings in that country are subject to the laws 


of the respective states, in many of which none is 


allowed while in others only the approval of the 


state banking authority is required. 
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European countries there are no restrictions in 
respect of branch openings, although in some of the 
latter a permit is required but apparently is not 


difficult to obtain. 


BUSINESS OF BANKING 
55. Section 75(1)(e) of the Act authorizes 
the banks to "engage in and carry on such business 
generally as appertains to the business of banking". 
It is under this provision that many of the 
operations, not specifically authorized but not 
prohibited are carried on. Some definitions of the 
"business of banking" are submitted as an Appendix, 


pages A.46 to A.52. 


LENDING POWERS 

56. The prohibition in section 75(2) (dq) 
of the Act against lending on the security of real 
or immovable property or of ships and vessels except 
as authorized by this and certain other Acts is 
largely inoperative. Banks may make mortgage loans 
under the National Housing Act, the Farm Improvement 
Loans Act, the Fisheries Improvement Loans Act, the 
Veterans Business and Professional Loans Act and 

the Small Businesses Loans Act, and may purchase or 


loan on the security of mortgage bonds or debentures 


of a corporation. The only ineligible borrower on 


mortgage security appears to be thei non~corpovate 


person who cannot borrow under the terms of one of 


the above Acts. 


wu 
. a 


® 


ES hi 
oats noes aguante (bas 
= ate 


ton at <itnetaqgs Zot amnion ab 


OUT AMAT $0 Seareud 
sitontus toa adt Io (o){ fav nolsoes Pre 
eastietd fioce BO ‘YIteo bas nt syegiro" ot 
“weilaned To raentald ed? of antasieqgs as 
alld to yosm tad? nolaivorg atay 


tom Jud Boshtodins yllsolitoega to0 (ar 
ie @ 4, ; 


ofy to anotéiatiteb emo® .no bekras0 oxs pei 
ere 
.¥ibseqaA asa 6a hetdimdus ors "grtuned 10 ass ; * 


<S@.A os} eiah 


SAMO? DUCGHEE .| 

S)(S)é) actvose at ate edT , oe 
Laem lo ySinwose sit no gnhbmel vant igs prmeny 
?qooxs algsesoy Ome agitie to “xo -ysteqotd sidsvonmt #0 | 


| oe 
et oIoA  ailito hi 4 by ¢ yd Sesia 8h. 
2 Mite atstieo bag stilt y pea 
ansol syaytiom alent yen eaasa -Svissieconl yieg us 
‘Cay 
ASuSsvORIM axa sit .JoA gotewoll Lanotdsy ‘< 


tie 
et¢g 9A afmol tnemevorgml setirerie?d Be: 
i 


Sis tod enteod Sanokees tori bats eacntauG ac 


ws 


1G omelet (em dae, 904 ensod soecomiend ths 


orutneden so shnod oxalate: wiirwese 
MO Tevoried sidtatfent ‘ao et: 
StHcoysoS-nen edd sd og areeags % | 
to arm Jo serisd ens shiny we 0 Pe: 


‘ sate 7 died anak aa 


Nethercut &é Young 
Toronto, Ontario A. 36 


57 Subject to limitations with respect 
to terms of the loan and the valuation of the 
property, national banks in the United States may 
make first mortgage loans on real estate, but the 
value of all such loans outstanding must not exceed 
the amount of the capital and surplus of the bank, 

or 60 percent of its time and savings deposits, 
whichever is greater. Powers under the state laws 
vary considerably but mortgage lending is permitted 
by most of them. 

58. Banks in Great Britain are not 
restricted in the security that may be taken for 
loans. Those in other western European countries 

are not prohibited from lending on the security of 
mortgages although some find it unprofitable to do 

so because of relative laws. National banks in 
Australia may lend on the security of mortgages. 

59. The power in section 75(6) of the Act 
to make loans upon the security of household property 
including motor vehicles to other than a manufacturer 
thereof or a dealer therein was first enacted in 

1954 and there has been a substantial increase in 
personal loans by the banks since that time. 

60. Sections 86 to 90 of the Act are 
unique and permit the banks to take and register 

with Bank of Canada security that would otherwise 

be subject to the laws of the province in which it 


is located. These sections have a long and interesting 


background in Canadian banking and there have been 


numerous amendments as the list of eligible security 
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has been Peeatened from time to time. A brief 
history of these is submitted as an Appendix, pages 
A.53 to A.56. There is no doubt that these powers have 
enabled the banks to be of assistance in the past to 
many borrowers who would not be eligibile for loans 
otherwise. 

Sh: A classification of loans of the 
chartered banks in Canadian currency as at March 31, 


1962 appears on the following pages A. 38 and A. 39. 
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CLASSIFICATION OF LOANS IN CANADIAN CURRENCY 
OF 
THE CHARTERED BANKS OF CANADA 


March 31, 1962 


March 31, 1961 
Number of Millions 


Number of Millions 


Accounts of Dollars Account 
L ame AND OTHER PUBLIC SERVICES eC SE Account of Potiers 
(1) Provincial governments......sss.e. 48 ue 
(2) Municipalities and school ; at ae 
COFPOTATIONS ...esseesees Baraselae “ 4493 343.9 4 370 09.0 
(3) Religious, gardesetons1, health ? 37 a 
and welfare Mgiieutions . Soeakae 6,672 206.2 5,967 182.0 
Total Government and Other Public 
BRIVIS Siete cfeiele ole eieis «icisje,0,0,010.0 010 00:0 A ping 72s} 564.4 10,394 546.7 
®, INVESTMENT DEALERS AND BROKERS 
(1) Investment dealers, avintardey, 
BECUTER. coe ecveccecsevecsosvecoes 68 153.2 59 138.3 
(2) Investment dealers, catia 
short, SECULEd....eceeccsescvceee 219 37-4 335 53.5 
(3) Stockbrokers, call and WHeAD 
MPMMYEO cada gcscocs se dec ss se vanes 463 53.9 462 49.6 
Total Investment Dealers end Brokers 750 ehh .5 856 Ohl. 
3. PERSONAL 
(1) Individuals, for other than 
business purposes 
(a) On the security of Canada 
Savings Bonds at the egreed , 
Watbedor the. igaue...-.sse6-2 137,900 126.1 128,927 126.5 
(>) On the security of marketable 
stocks and bonds.....--. eue eke Leg) aon cen a 15 283.4 
267,391 477.8 244,298 409.9 
(2) Individuals, for otuer than 
business purposes 
(a) For Home Improvement, under 
the National Housing Act... 62,995 65.0 65,995 56.1 
(vo) On the security of motor 
PRRACTEE Cs « vines nc ee vee seis oie LOL, we od 198.3 121,357 155.3 
(c) On the Saomity of other 
household property.-+.++- ead. 49,218 38.8 34, 628 29.3 
(4) Repayable by instalments, 
not elsewhere classified...» 448,188 300.9 421,557 282.5 
(e) Repayable otherwise, not 
elsewhere classified.. » 501,540 _528.6 423,015 __405.9 
Total Pergonal.....sseceeeees seveeee 1,490,823 1,609.4 1,311,050 1,339.0 
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March 31, 1962 
Number of Millions 


4, AGRICULTURAL, INDUSTRIAL AND 
COMMERCIAL 
(1) Agriculture 
(a) Farmers, under Farm 


Improvement Loans Act......... 140, 807 
(b) Farmers, not elsewhere 
DEAR TOAR S55 nS oo 04 sec bs cine 148,379 
289,186 
(2) Industry 
(a) Chemical and rubber products.. 778 
(>) Electrical apparatus and 
supplies...... ars niatele sleifa 15 
(c) Food, beverages and tobacco... 7,067 
(ad) Forest Producten yO. ce. AG 8, 366 
MORE GATE is ok es cscs ceccses, 1,436 
f) Iron and steel products....... 3,285 
g) Mining and mine producte...... 1,927 
h) Petroleum and products........ 994 
i) Textiles, leather and clothing 4,413 
j) Transportation equipment..... 3,254 
(k) Other products....cecccescecce 4 305 
36,976 
(3) Public utilities, transportation 
and communication companies 
ie Guaranteed by a province...... 141 
og Acs sone cevb co ware 8,578 
8,719 
(4) Construction contractors........-. 25,013 
133 Grain dealers and exporters....... 859 
6) Instalment and other finance 
companies..... SOD OS0 DOCOMO Cone Ae LOT, 
Ty iMerchandiserd ... 6... cece ecco ee 92,643 
Beecher Dusiness........csececccosss ___ 96,305 
Total Agricultural, Industrial 
BUPSCOIDETCLAL ccc ecccecrssceseses $50,808 


TOTAL LOANS IN CANADIAN CURRENCY 
(Other than mortgages and hypothecs 
insured under the National Hous ing 
oS 


sees 2,053,594 


Accounts 


of Dollars 


1,464.4 


41 
159.8 


163.9 
3232 
286.6 


257.0 
968.9 
848.3 


4,755.6 


7,173-9 


SUPPLEMENTARY INFORMATION 


wl 


+ Par value of Government of Canada 
securities held as security for 
losns in classification 3(1)......6+. ~ 


6. Loans to finance companies controlled 
by industriel corporations included 
Memaeeeat ication 4(6)......ecreseess 

1. Loans under the Small Businesses 
MENT RTORS < orc rc ccccccccens nae , 


232.9 


49.5 


27.2 


March 31, 1961 
Number of Millions 


Accounts 


140,691 


145 ,605 


286,296 
721 


1,665 
6,662 
8,406 
1,356 
3,263 
1,368 
1,004 
4,202 
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gr n3, 102 
37,900 


189 


8,238 


8,427 
23, 862 
873 


1,059 


86,117 


83, 073 


527,607 


1,849,907 
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LOAN INTEREST AND CHARGES 
62. Provisions limiting the maximum rate 
of interest or discount that a bank may charge on a 
loan or advance have appeared in all Bank Acts since 
1867. The stipulated rate was 7 percent per annum 
until 1944 when it was reduced to the present rate of 
6 percent per annum as specified in section 91 of the 
Act. Prior to 1934 the Acts provided that no higher 
rate was recoverable by the bank, but there was no 
penalty if a higher rate was received. Since that 
time the bank has been liable to a fine of $500 and 
the officer making the charge to a fine of $100 for 
any violation. 
63. Subsection (2) of section 93 of the 
Act provides that the bank may make a charge for the 
keeping of an account if express agreement is obtained 
from the customer. This provision, first enacted in 
1923, has enabled some of the banks to obtain further 
gross revenue on certain types of loans in addition 
to the interest or discount charged. 
64, In Great Britain and other western 


European countries there are no limits on the rate ol 


interest that a bank may charge on a loan or overdraft 


other than the normal laws of usury. Australia has 


a maximum rate of 7 percent per annum. 


65. The National Banking Law of the United 


States provides that a national bank may charge 


interest at the rate allowed to a state bank in the 


state in which the bank is situated or at a rate of 


1 percent in excess of the discount rate on 90 day 
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commercial paper in effect at a Federal Reserve bank 
in the district, whichever is the greater, and where 
there is no relative state law the bank may charge 

7 percent or 1 percent over the Federal Reserve 
discount rate, whichever is the greater. 

66. The Banking Law of New York State 

(as an example) provides for a maximum interest or 
discount rate of 6 percent per annum except as 
follows: 

(1) Upon demand loans of $5,000 or more secured 
by warehouse receipts, bills of lading, 
certificates of stock, certificates of 
deposit, bills of exchange, bonds or other 
negotiable instruments, the bank may contract 
for or receive any sum agreed upon with the 
customer. 

(2) When authorized by the Superintendent of 
Banking to operate a personal loan department, 
the bank may charge interest at a rate not to 
exceed 1 percent per month on the outstanding 
balance or 6 percent discount on the total 
amount of the loan which must not exceed 
$5,000. The charge includes all expenses 
such as interest, fees and commissions but 
not the cost of life insurance and no offsettin 


or compensating deposit balances may be require 


67. Compensating balances in respect of 


Other than personal loans are permitted in most if 


not all of the United States and the practice of 


requiring these deposit balances as @ condition of 
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extending loans or lines of credit has become 
increasingly widespread during the past ten years. 
It would appear that a majority of the large banks 
may require from 10 percent to 20 percent of the 
amount of the loan to be carried on deposit. In 
almost all cases the required volume of deposits 

is defined in terms of average balances held over 
the period. 

68. When compensating balance requirements 
exceed the borrower's normal working balance needs, 
the requirements force him to pay interest on 
balances he is not using and in effect pay a higher 
than contract rate on his loan. On the other hand, 
the bank does not realize full earnings on the 
entire amount of the compensating balance as a 


portion must be set aside for required cash reserves. 


DEPOSIT INTEREST 
69. As noted in the portion of this 
submission dealing with cash reserves almost 90 
percent of interest bearing deposits payable in 
Canadian currency are in the form of personal 
Savings accounts on which the banks permit chequing. 
Changes in the rates paid on these deposits since 
the turn of the century are shown in the following 
table: 


(1) On minimum monthly balance 
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(2) On minimum quarterly balance 


13% - March 31, 1939 

2% - December 1, 1953 
21% - August 1, 1956 
23% - September 15, 1956 


2 3/4% - February 1, 1957 


10% Interest bearing deposits in the 
national banks of the United States are not subject 
to withdrawal by cheque. In western European 
countries no chequing is allowed on time and savings 
deposits, but in some cases a low rate of interest is 


paid on sight deposits. 


UNCLAIMED BALANCES 
(py Banks are required by section 94 of 
the Act to pay to Bank of Canada in trust for the 
rightful owner an amount equal to all depcsits, bills 
of exchange and other like instruments payable in 
Canadian currency and unclaimed for a period of ten 
years. If an amount is for less than $10 and 
remains unclaimed after thirty years, it is prescribed 
and paid to the Receiver General of Canada for the 
Consolidated Revenue Fund. At December 31, 1961 
Bank of Canada held approximately $5,345,000 of 
unclaimed accounts after payments to the Receiver 


General of prescribed balances amounting to approxi- 


mately $271,000. 


ANALGAMATIONS 


72. Sections 100 to 102 of the Act first 
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enacted in 1954 prescribe the conditions under which 
any two or more banks may amalgamate for the purpose 
of continuing as one bank. The relative agreement 
must be submitted to the shareholders only after 
approval to do so is obtained from the Minister and, 
if approved by shareholders holding not less than 
two-thirds of the capital stock of each bank, the 
agreement may be executed on behalf of each bank, 
but has. force and effect only after it is further 
approved by the Governor in Council. 
[ee | Since these amendments were enacted 
there have been three amalgamations: 
(1) The Bank of Toronto and The Dominion Bank 
became The Toronto-Dominion Bank; 
(2) Imperial Bank of Canada and Barclays Bank 
(Canada) became Imperial Bank of Canada; 
(3) The Canadian Bank of Commerce and Imperial 
Bank of Canada became Canadian Imperial 


Bank of Commerce. 


RETURNS 
74. Sections 103 to 119 of the Act 
enumerate the returns that the banks are required 


to make to the Minister, namely, 


(1) A monthly return of assets and liabilities 


(2) A monthly return of cash reserves in Canada 


(3) An annual return of foreign currency assets 


and liabilities 


(4) an annual return of earnings and expenses 


(5) An annual return of loans in Canadian currency 
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(6) An annual return of deposit liabilities in 
Canadian currency in Canada 
(7) An annual return of unclaimed balances in 
Canadian currency 
(8) An annual return of interest charges 
(9) An annual return of unused real estate 
(10) An annial return of directors with the 
companies of which they are directors or 
" members 


(11) An annual return of shareholders. 


ie Section 117 of the Act authorizes the 
Minister to obtain such other information in such 
form as he may require and there are several supple- 
mentary returns, such as 

(1) A quarterly classification of loans and 

(2) A semi-annual. statement of securities 
as well as explanatory information submitted on request 


from time to time. 
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APPENDIX 
BANKS AND BANKING 
DEFINITIONS AND LEGAL OPINIONS 
Ags While there have been several legal 
decisions which held that certain operations were 
within the legitimate business of banking, none 
appears to state that any of these are exclusively 


so. One of the difficulties that would arise in 


writing a statutory definition is that the two 
primary functions of banking are very similar to 
other common commercial transactions since 
(1) the receipt of a customer's deposit is a 
form of borrowing money from the public, and 
(2) the payment of a customer's cheque can be 
compared to the acceptance of a draft by a 
debtor. 

It is the combination of these two 
functions, particularly in regard to deposits 
payable on demand or to order, that appears to be 
the principal business of banking. 

Ae, - Falconbridge in his Sixth Edition on 
Banking and Bills of Exchange states that primarily 
the business of a bank consists in the receipt of 
posits from customers and the payment of its 


customers! cheques and this appears to be the 


consensus of legal opinion. There are of counse 


further functions such as 1) lending of money, 


2) investment in securities, 3) collection for 


customers of cheques and other instruments, 4) issue 


of letters of credit and like instruments and 5) 
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APPENDIX 


acceptance for safe custody of property such as 
bonds, documents or other valuable articles, 

A3. Bouvier's Law Dictionary defines 

"bank" as an institution authorized to receive 
deposits of money, to lend money, to issue promissory 
notes, usually known by the name of bank notes or to 
perform one or more of these functions. 

AX. ; Halsbury Laws of England, Third Edition, 
defines the business of banking at page 151 as the 
receipt of money on current or deposit account and 
the payment of cheques drawn by and the collection 

of cheques paid in by a customer. 

AS.« Hart's The Law of Banking defines a 
banker as one who in the ordinary course of his 
business receives money which he repays by honouring 
the cheques of the person from or on whose account 

he receives it. 

AG. Hart also describes the functions of 

a banker as follows: 

(1) He is debtor of his customer and must discharge 
his indebtedness by honouring his customer's 
cheques. 

(2) He usually undertakes expressly or by 
implication to honour bills of exchange 
accepted by his customers and made payable 


at his bank to: the extent of his customer's 


balance or to an agreed amount. He sometimes 


accepts bills drawn on him by his customer. 


(3) He acts as agent of his customer in such 
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APPENDIX 
things as collections, procuring of 
securities, etc, 

(4) He 1s often bailee of deeds and other valuable 
articles entrusted to him by his customer 
for safekeeping. 
(5) He issues letters of credit and like instruments. 

AT. In Attorney General of Alberta v. 

| Attorney General of Canada (reference Alberta bills) 
(1938) S.C.R. 100, Duff, 6.3., at page 116, defined 
a banker as "a dealer in credit". 
A8. Banking has been held to comprehend 
every kind of transaction coming within the legitimate 
business of a banker. Tennant v. Union Bank of 
Canada (1894) A.C. 31 at page 46; including the 
lending of money on the security of goods or 
documents representing the property of goods. Currie 
Vv. Harris Lithographing Co. of Canada (1917) 41 
O.L.R. 475. 
AQ. "The receiving of money on deposit, 
allowing the oe to be drawn against as and when 
the depositor desires and paying interest on the 
amounts standing on deposit" has been held to 
constitute the business of banking in England: 
Re Bottomgate Industrial Co-operative Society (1891) 
Poiate FlQcate 714. 
Alo, In Attorney General of Alberta v. 


Attorney General of Canada (1947) A.C. 503, 1% was 
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held that "banking" includes the making of loans fo 


the purpose of expanding credit. The transaction of 
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receiving from depositors bank deposits and repaying 
those deposits comes within the legitimate business 

of a banker and is, therefore, the proper subject 

of legislation for the Parliament of Canada. 

Attorney General of Canada v. Attorney General of 
Quebec (1947) A.C. 33. 

Ada. Some of the business legitimately carried 
on by a banker was described in Re Bergethaler 
Waisenamt, (1949) 1 D.L.R. 769, as follows: 

"Expert opinion was not given in 
evidence in this case as to what is banking 
business, but it is common knowledge that during 
the period of the corporation's operations 
banking did include the following: (1) Receiving 
money on deposit from its customers. (2) Paying 
a customer's cheques or drafts on it to the 
amount on deposit by such customers, and holding 
Dominion Government and Bank notes and coin for 
such purpose. (3) Paying interest by agreement 
on deposits. (4) Discounting commercial paper 
for its customers. (5) Dealing in exchange and 
in gold and silver coin and bullion. (6) Collect- 
ing notes and drafts deposited. (7) Arranging 


credits for itself with banks in other towns, 


cities and countries. (8) Selling its drafts 


or cheques on other banks and banking 


correspondents. (9) Issuing letters of credit. 


(10) Lending money to its customers: (a) on the 


Siatomers’ notes; (b) by way of overdraft; 


(c) on bonds, shares and other securities. 
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The business of a Canadian chartered 
bank is wider still because of the statutory rights 
and powers given to a bank under the provisions of 


the Bank Act." 


vy eeceeeoseThe business carried on by 


most banks includes the totality of the functions 

I have enumerated, but, of course, a banking business 
can be carried on without performing all of them and 
most corporations and individuals engaged in a 
financial business of any kind are required to carry 
on or perform some of them and it does not follow 
from the fact that banks perform them that every 
exercise of one or more of the functions is a form 


of banking." 

ALC’. As to what extent a province can 
establish a banking system, the case of In re 
Dominion Trust Co. (1918) 3 W.W.R. 1023, is worthwhile 
considering. In that case it was held (which was 

the judgment of a single judge) that a provincial 
legislature has power to incorporate a company with 
the object of carrying on that branch of banking 


which consists of accepting money on deposit, 


paying interest thereon and allowing the customer 


to withdraw his money by a bill of exchange. It was 


argued in this case that the province could not so 


legislate and Murphy, J-, said at page 1025: If 


such a construction of the British North America 


Act is correct, it seems to follow that a province 


cannot authorize a provincial company to discount a 
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APPENDIX 
bill of exchange since that is in one phase a 
banking operation. Since Shipping is likewise 
exclusively within the legislative ambit of the 
Dominion, it would likewise follow that no province 
could authorize a provincial company to engage in the 
operation of steamboats or other craft within the 
province and so on with regard to all subjects under 
seeeeecee SECtion 91 of the B.N.A. ACT isvecercosd 
decline to place a construction on that statute 
which would have disastrous results on the business 
of numerous provincial companies," 
Aa. In Corpus Juris Secundum, Volume 9, 
at page 28, a bank is Seer as an association or 
corporation whose business it is to receive money on 
deposit, cash cheques or drafts, discount commercial 
paper and make loans. The business of banking has 
a corresponding meaning. 
Al4, In Anten v. U.S. National Bank of New 
York 174 U.S. 125, it was stated that banking is the 
receiving of money of others on general deposit to 
form a joint fund that can be used by the bank for 


its own benefit for one or more of the purposes of 


making loans and discounts. It also embraces the 


business of dealing in notes, foreign and domestic, 
bills of exchange, coin, bullion, credits and the 

remission of money and the privileges of receiving 
special deposits and of making collections for the 


holders of negotiable instruments. 


Al5. As a matter of interest (and of perhaps 


i 
argument) the expression "banking institution” has 
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“heid by at least one court “ include a trust 


company within the meaning of a contract for the 


at 


underwriting of shares of stock by any “banking 
2 


institution" Montreal Trust Co. v. Richardson 
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(3922) 2 WaitAR, 548. 
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APPENDIX 
HISTORY OF SECTIONS 86 - 90 OF THE BANK ACT 
The first provisions towards the present 
section 88 of the Bank Act were enacted by the 
Province of Canada in 1859, "An Act Granting 
Additional Facilities in Commercial Transactions" 
and referred principally to bills of lading and 
similar documents. The provisions giving section 
86 and 88 security preference over the claim of an 
unpaid vendor have their origin in this early 
legislation. 
4871. The pre-Confederation legislation with 
respect to bills of lading, warehouse receipts and 
other receipts was repeated in the main, but with some 
important differences. Previously, the security 
might only be acquired at the time the debt to the 
bank was negotiated or contracted. It now became 
lawful to acquire it by virtue of an understanding 
entered into at the time. It was also provided that 
the debt Breit be renewed without affecting the 
security, and the list of persons from whom security 


could be taken and the list of goods which were 


available for such security were enlarged. References: 
B45 “60.4550. 
1880. A broader definition was given to the 


" a 
phrase "goods, wares and merchandise", and the list 


of persons who might borrow was enlarged to include 


@ saw-miller, manufacturer of timber, curer oP 


adler of meat) tanner and purchasers of agricultural 


products. Provision was made whereby a bill of lading 
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APPENDIX 
could be exchanged for a warehouse receipt covergng 
the same goods and vice versa. Reference: S7. 
1888. The list of persons granting warehouse 
receipts and bills of lading was enlarged to include 
distillers and manufacturers of. wool and ers 
Reference: Sl.- 
1890. The sections dealing with bills of 
lading and warehouse receipts were completely vagieem 
Besides being able to make advances against such 
securities, the banks were authorized to lend a 
to a manufacturer upon the security of goods 
manufactured by him or procured for such manufacture 
and to a wholesale purchaser or shipper of or dealer 
in primary products upon the security of such products. 
The security was to be given in the form of an 
assignment in accordance with a form set forth in the 
Act, and the bank thereby acquired the same rights 
as under a warehouse receipt. Thereafter, only a 
person having goods actually in his possession as 


bailee and not as owner could issue a valid warehouse 


receipt. References: S2 and 873 to $78. 
1900. Receipts for logs and timber in transit 


were included in "warehouse receipts" and definition 


of "manufacturer" broadened to include a manufacturer 


of logs, timber or lumber. The products of the quarry 


were added to those upon which a wholesale purchaser 


or shipper could borrow. References: s2 and S17. 


1913. Provision was made to enable farmers 


to borrow on the security of threshed grain grown 


upon the farm. References?-Se and~Soo to s9o. 
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APPENDIX , 
1915. Provision was made for farmers to borrow 
for the purchase of seed grain on the security of 
the seed grain and the crop to be grown therefrom. 
Reference: Sl. 
1916. Provision was made for persons engaged 
in stock raising to borrow upon the security of the. 
livestock. Reference: .S2. 
1923. Provision was made that any person 
_ intending to give a bank security under section 88 _ 
must give notice of such intention before any loan | 
was made or the security taken and that such notice 
must be registered. References: S2 and S86 to $90. 
1934. Several articles eligible as security 
were added under the definitions relating to 
primary products. . Provision was made to enable a 
farmer to borrow for the purchase of binder twine 
on the security of the twine and the crop to be grown. 
Also provision was made to authorize the surrender 
of a bill of lading and to receive in exchange 
security on the goods covered by it. Also the Act 
was amended to bring the provisions into accord 
with the method of handling grain recognized by the 


Canada Grain Act in order that a continuous security 


upon the same or substituted grain could be maintained. 


References: $2 and S86 to S90. 


1944 ‘Definitions of live stock and grain were 


broadened. Provision was made for making loans to 


farmers on various types of security, to complement 


and to fishermen 


the Farm Improvement Loans Act, 
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APPENDIX 
on the security of vessels, equipment, supplies and 
products. Provision was also made to enable a 
borrower to give a pledge at the beginning of each 
borrowing season which would cover all existing 
and all after acquired property of the kind described 
in the pledge and would apply to all loans made under 
the bredit. References: S2 and S86 to S90. 
1954. Several definitions were altered for the 
purpose of enlarging the list of products to be 
included. Seed potatoes was added as eligible 
security for loans to farmers. Changes were made 
in the procedure relating to registration of notices 
of intention to permit cancellation if not renewed 


within five years. References: S2 and S86 to S90. 
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THE QUEBEC SAVINGS BANKS ACT 


Comments on some of its more important features 
and information regarding legislation on 
Similar matters in some other countries. 
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HISTORY 
i. Section 91 of the British North America 


Act provides that the exclusive legislative authority 
of the Parliament of Canada extends, inter alia, to 
all matters coming within the head of Savings Banks. 
The two savings banks now in existence were incorp- 
orated by special Act of the Provincial Parliament 
prior to Confederation, the Montreal City and District 
Savings Bank in 1862 and La Banque d'Economie de 
Quebec, The Quebec Savings Bank, in 1866, Prior 
to incorporation they both had been in operation for 
some years, the Montreal bank having commenced 
business in 1846 and the Quebec bank in 1848. 
7a In 1871 Parliament enacted legislation 
which applied to all savings banks previously 
incorporated and provided that a savings bank might 
either 

(1) transfer its assets and liabilities to the 

Canadian Government, 


(2) transfer its assets and liabilities to a 


- chartered bank, or 
(3) be granted a charter by the Governor 
General and carry on business thereunder. 


These two banks chose the latter alternative and 


their charters originally granted for ten years have 


been continued in force from time to time by statute. 


3 It should be noted that these banks were 


newly incorporated by the granting of the federal 


charters. Although the charters were issued 


pursuant to statutory authority, the corporations 


¥ 7 5! villa . SHOTE 
“ Pave 


7 po lcema ened fete reat out? 461 


ys! rodtee ovisaletget autautox + 
od  . site teent abdeaxe. stand 20 
ones wanivs® Yo Sserl eft nadivtw 
-yioont eran eansvatxe wh won winad saatve ae oy 
Jironatitst Istoniveet ef? to toa ‘Iptosqe ¥ 


- om han 
; = 
ae 
s 


ricdatd bis ¥sLo. Pasdsnom scis Moksatebs tod ¢ _ 
/ sb simonood’b epersd al bag see mt sitet 
I nt ~lined oor oy ree 

f ted ountvea oadaup a: 


92 aofvetsqgo at naed bad dtod yet notsarec * 
9 


ww 


™*, 
Ex asl 


beodemmes gaALyad. Hind £88 ICGM ody .8 
~UPDL Al, sitwad pedal) «ai? bre O88L née 
nolvelatsel betaane toomel ited LYSE. ar 12 
| visuotverd eannad sath is ot vantage 6 


mato Ated syntvee 8s saris babies: ‘One tie 


,thoesuivevod msitbansd 


‘ 
U 


) OF eeltiltdell bow atenes e32 ae Tenact {s) 


/ TO Need Bbevedtarto : rat 
yerrreved sis yd tetcadd £ hednaeag sd- Qh , 
-TaDNuStens seonlaud no yttes bag fares): he 


One a@vitatmiesian tedggel exit seorno vandal owe en ae 


ay) 


s 


eye easy fie? 0 beinerg vicentaito aveduada 1 a 
4 ot Lael 


v] 
sStiveva yd emty oF std mort 679 me ee 
stew eviad seer? -tady beton od biweda, Bae of i 


Eatebs edz. 0 sxtanens os hace accu 
Davugal orew one + tial 


pe < 


. position as the chartered banks, 


Nethercut ‘& Young 
Terente, Ontario A. 59 


were brought into being by Act of the Governor 
General and not by the statute. In this respect 
incorporation was similar to the incorporation of 
a company under the Dominion Companies Act by 
letters patent. It is characteristic of a corporation 
so formed that it has all the rights, powers and 
capacity of an individual. 

ce This attribute differs from a so-called 
statutory corporation which is created either by 
special Act, such as a chartered bank, or in 
accordance with a general Act which brings the 
corporation into being upon compliance with the 
provisions of the general Act. Such a statutory 
corporation in law has not the same capacity as a 
corporation created by charter, as its capacity is 
confined to that conferred on it by the statute. 
Any acts of the corporation outside the scope of 

the statute are void. On the other hand a chartered 
corporation, while it may be prohibited from doing 
certain acts, can do the act although it may thereby 
incur a penalty. 

or For the purpose of placing the savings 
in the same statutory 


banks, insofar as possible, 


the entire Quebec 


Savings Banks Act was rewritten in 1954. The 


provisions of the Act cover and, by means of section 


7, override the provisions of the bank charters, 


and the Act provides penalties for violations. 


y of the sections in the 1954 Act 


A large majorit 


have little history in previous Acts. Wherever 
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appropriate, they are the same as or Similar to 


sections in the Bank Act. 


INCORPORATION OF BANKS 
6. There is no provision in this Act; 
similar to those in the Bank Act, for the incorpor- 
ation of further banks of this type and there are 
no other savings banks of this kind in Canada. 
The Act provides that the Montreal City and District 
Savings Bank may open branches and carry on business 
in what is approximately the western half of the 
Province of Quebec and La Banque d'Economie de 
Quebec, The Quebec Savings Bank, in the remainder 
Soeune rrovince. 
es The Quebec Savings Banks Act of -1954 
continued the two charters but the power to carry 
on the Patines of banking expires in July 1964 
if not renewed prior to that time if Parlianient 


is sitting during the month of June. 


DIRECTORS 
8, The Act provides that the bank shall be 
under the [ee of a board of directors elected 
by the shareholders at each annual general meeting. 


If a vacancy occurs during the year, it may be 


filled by the remaining members of the board. There 


are no qualifying restrictions regarding nationality 
or age. 


9. Directors may make py-laws with respect 


to any matter except an increase in their own 
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remuneration, but where any such by-law provides 


for a matter that may be the subject of a share- 


holders' by-law, it must be ratified at the next 


annual general meeting or thereafter cease to have 


effect. 
LO; 
(1) 
(2) 
(3) 


CAPITAL ACCOUNTS 
The Act provides that 
The authorized capital of the Montreal 
City and District Savings Bank is 
$2,000,000 divided into shares of $10 


par value each and that of La Banque 


‘d'Economie de Quebec, The Quebec Savings 


Bank, is $1,000,000 divided into shares 
Y +) ekg 


of $10 par value each. 

The therised capital may be increased 
by means of a shareholders' ey Li 
approved by the Treasury Board. 


The es may issue new shares within 


the Limits of ‘the Ka oy capital and 


. these shares must pihae be offered to the 


then shareholders on a pro rata basis 


except that 
(a) the price of the share shall be not 


less than. the par value of $10 each 


and any premium no greater in relation 
to the par value than the rest account 


is in relation to the paid-up capital 


stock, and 


(b) no share need be offered to a resident 
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Terente, Ontario 
of a country where the offer should not 
be made unless information other than that 
in the last financial statement is 
required, 
(4) Shares are transferable only on the stock 
register of the bank. 
The authorized capital of each bank is fully 
subscribed and paid up. 


hg Section 59A, enacted in 1957, permits 


investment, not otherwise authorized by the Act, 


in any type of securities and shares of Canadian 
corporations but limits the aggregate amount of 
these investments to 50 percent of the shareholders' 
equity. The limit, if any, on other investments 

is related to deposit liabilities. There is no 


statutory limitation on investment in bank premises. 


FINANCIAL STATEMENTS 
Le, Section 45 deals with the oe 
financial statements which the bank must submit to 
its shareholders and was almost completely revised 
in 1954 to conform with modern accounting practice. 
Section 83 requires the bank to submit monthly 


statements of assets and liabilities: to the Minister 


of Finance and these are published in the Canada 


Gazette. The form of the statement of assets and 


liabilities which appears as Schedule A in the Act 


was amended by Chapter le of the Statutes of 1956-57 


to reauire the bank to state all securities of the 


governments of Canada and the provinces at not more 


res pace 


tee . 


. : ‘fod - i 
= pike 
Jott wade vente tot taverto late: es oe 


. éf gaenstate, [atoctnnts seek_ 


7 


| J16%: At we “¥ton pied eras. 
=r: 


aed sit WG watalses oS 


Liv 62 Sia’: ahe0 To <estaeo beslirodive att 


») 


Qu bleq dna heddaoae i 4 
Uf At Devoade . AQ? noldont & (thee 


i 
of YC eeetuodtve egilwreriso. ton ~sasmvas 


_ - 


aa! 
cans?) ic ¢*Tele tas eshitinwose Ws 2g wilds a | 

| oo . 

UMde Slaesiane gad efisti sod anol e1oqtemeys ; 


7 
Mu 


ehicgnsians sf to dfis3%9Q OC 33 atteatasvat oeatdi) J 
as i 
cyte Pk . hotel eat Vitus rap 


. ‘ i. ~~. web © ; ae 
F ; Pon 


idatl ttpeqsd oy Sastgiex as 


isa 
_ a wed st! eves ie weizveriuts Viosuiesza: a 


9 
“i a \ ’ nd + a | 
ay = yay : jis ALE f 


‘5 S« a Agk Soak « SE 


620 ‘ah Mie. 299 dobtw egamedace.lsiLanant® 
PVSae Glevelagon cf8 GEM Sas etebicciereia agt 
79.0099 arhinsegea m= shom iitiw e@reires cf Leer az 
LAH: Faden OF vnad. ott, sergepes £6 aottoss 
SeeHt Whe SF ell i sesh De gtoeeas 26 atnametada 


shane, etd of Ssrin® Jaq exe aeedt O06 Sonanl{ to. 
bike err ry, to Sfemaam So? 4H mTe?D sft one eeaap 
Jo etd ob A aigBekoé. ay quAEQGs catqw consteadan 
‘R-eSg! te eetvvee fo 30-82 ceseadto wt 
wl7 36 aphtSepiege Pgs wate at “a 


PtO% 2 Or." i fs cea ; 


30 


29 


Nethercut & Young 
| Pa oks} 


Teronte, Ontario 
than amortized value. Other securities are stated 
at not more than market value in the annual and 
monthly reports. A copy of the April 30, 1962 
statement of the banks is submitted on page A. 64 


following. 


CoMPILED FROM RETURNS MADE PURSU 


STATEMENT OF THE ASSETS AND LIABILITIES 
OF THE QUEBEC SAVINGS BANKS 
as at April 30, 1962 


ANT TO SECTION 83 OF TIE QuEnEC SavIncs BANKs Act 


ee ee eee 


The 
Montreal 
City and 
District 
SS eee ee 
$ 
ASSETS 
1. Notes of and deposits with Bank of Canada and deposits with chartered 
banks in Canadian currency... : SO PPS ohne Boh ed 31,410,917 
2, Other cash, deposits with'and balances due from other hanks...... 9,095,476 
3. Government of Canada direct and guaranteed securities, not exceeding 
amortized value... ree ; : ike P SR Eat eae 31,897,376 
4. Canadian provincial government direct and guaranteed securities, not 
exceeding amortized valuc,....... ‘ Sets anne 67,549,035 
5. Canadian municipal and school corporation sccuritics, not exceeding 
market value.... ee ae Mee eae 28,894,228 
6. Other Canadian securities and shares, not exceeding market value....... 18,885, 166 
7. Securities and shares, other than Canadian, not exceeding market value. .|...... rein 
8. Mortgages and hypothees insured under the National Housing Act, 1954. . 9,753,225 
9. Other mortgages and hypothees, less provision for estimated loss. . 63,471,432 
10, Loans otherwise secured, less provision for estimated loss...... 10,520,881 
11. Loans without security, less provision for estimated loss........ 8,528, 562 
12. Poor Fund or Charity Fund investments. ox 180,000 
13. Bank premises at cost, less amounts written off................. 7,000,000 
PAs SOUR REROR SE, Pitch «5 SR Aes 09s d's Gp wh Ca PORE alte hah ae 87, 566 
SL OUAIVABEGLS Sees iva sole uvd.s-cia beside simp lojona saybdancca eterna e 287,273,864 
LIABILITIES 
Mee Deposits by Government of Cannda...o..0..css4.<ss besaeecsecechs a. 916,510 
2. Deposits by Canadian provincial governments....................... A eee oe: 
3. Deposit liabilities to the public Sy aunty ipo sca fore bans ais apart 275,060, 878 
4, Advances from Bank of Canada, securcd,...........000e000000,00...., Epes crane 
5. Advances from chartered banks, secured.......60s.s00csecceueeeesee cl 
op Poomuundon@harity Mund. Trustsss. 0 cece andthe ete nk. 180,000 
MeROUMOT AIA OILILeSimmie tine roost <icm Hah cisoe ceive nga c Mewar ee 414,351 
BS mAO a DAG] ERTCLN Ua nee racers Basson rsicle eco oes sn bios Weak ee eR Create BL 2,000, 000 
PRS CHRACCONN Mim ee ite hho ash Lath 1.4 con as nea He 8,500, 000 
SOSA ELV ACLECGDEGLIUS Some Men etudeter sled aise Aime ctr tat hie AER pis Anes eae 202, 125 
FL OLAINIIADIIGIEN gant ianieecc vice ohcan conic caerbae mast ERT Ae 287, 273, 864 


61,518,413 


—_—_—_———— 


61,518,413 


La Banque 


d'Economie 


de Québec, 


E The Quebee 
Savings Bank|Savings Bank 


$ 


3,228,381 
1,980,014 


5,900, 745 
17,783,707 


13,633, 692 
7,701,880 


83,000 
1,551,559 
91,084 


46, 290 
1,000,000 
2,000,000 

516,191 


Total 


34,639, 298 
11,075,490 


37,798,121 
85,332,742 


42,527,920 
26,587,046 


9,753,225 
70,919, 307 
11,551,686 
9,614, 233 

263,000 
8,551,559 

178, 650 


348,792,277 


_—__—_—. 


916,510 
5, 548, 684 
325,459, 416 


263,000 
460,641 
3,000, 000 
10,500,000 
718,316 


348,792,277 


ti dene a ee ee es eee 


K. W. TAYLOR, 
Deputy Minister of Finance. 


DEPARTMENT OF FINANCE, 
Ottawa, May 15, 1962 
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Toronto, Ontario 2 
BANK INSPECTION 

as « One of the provisions of the charters 


granted in 1871 authorized the bank to open branches 
within the district where it was empowered to 
operate. At December 31, 1961 the two banks had 
72 branches, all in the Province of Quebec, and on 
their books recorded over $335 million of assets 
consisting mostly of cash, securities, mortgages 
and loans. Here, as with the chartered banks, the 
inspection is very comprehensive and is carried out 
by the three agencies, bank officials, shareholders' 
auditors and government officials. 
Internal Supervision 
ai. _ Each bank maintains an inspection staff 
supervised by an experienced chief inspector and 
periodic examinations of all branches are made 
annually. In addition the branch reports reach the 
chief inspector and are carefully scrutinized. 
Shareholders! Audit 
Bos Legislation to make shareholders! audits 
compulsory was first enacted in the Quebec Savings 
Banks Act of 1913. There were no stipulations 
regarding training, ability or professional standing 
of the appointees. In 1954 several amendments were 
made for the purpose of improving and strengthening 
the auditing and reporting provisions, many of them 
Similar to eae in the Bank Act. Some of the more 
important ones are as follows: 

(1) Only experienced members in good standing 


of an accounting institute incorporated 
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by the legislature of the Province of 


Quebec may act as auditors. The present 


3 incumbents are all practising chartered 

4 accountants who each have had many years 

5 of auditing experience. 

6 (2) The Minister of Finance has the right to 

7 declare any person ineligible for 

8 appointment or to cancel the appointment 

9 of a bank auditor without accounting for 

10 his action. 

11 (3) Two eligible accountants, not members 

12 of the same firm, must be appointed by 

13 the Bpacchoiaere to audit the affairs of 

14 the bank. 

15 (4) The Minister may enlarge or extend the 

16 scope of the audit or direct that another 

17 or particular procedure be established, 

18 and he may require the auditors to report 

19 to him on any matter in respect of which 

20 he desire information. 

21 Los The auditors make an examination of the 

22 cash and investment securities at head office of 

23 the bank where most of these assets are carried. 

24 They also verify the collateral security held 

25 against loans. In addition it is customary to 

26 review the internal inspection reports to satisfy 

27 themselves that the examination of the branches is 
They have full access to all books and 


ad adequate. 


29 records and are entitled to receive from the officers 


| of the bank all the information they may require for 


| the purposes of their audit. 
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Government Inspection 

vir Ze The Act of 1934, for the first time, 
provided for inspection of these banks by the 
Inspector General of Banks. Previously the 1913 

Act had authorized the Minister to employ auditors 

to make a special examination of a bank if he so 
wished. 

18. The duties of the Inspector General 
under this Act are similar to those specified in 

the Bank Act. He is required from time to time, 

but not less frequently than once in each calendar 
year, to make or cause to be made such examination 
and enquiry into the affairs of each bank as he may 
deem to be necessary or expedient for the purpose of 
satisfying himself that the provisions of the Act 
having reference to the safety of the creditors 

and shareholders are being duly observed and that 

the bank is in a sound financial position. At the 
conclusion of each such examination, he is required 
to report thereon to the Minister of Finance. 

19. ‘ The banks submit returns to the Minister 
of Finance on many pertinent matters and all of these 
come before the Inspector General for review. Among 
the returns received are monthly statements of assets 
and liabilities, statements of cash and additional 
reserves, valuations of security portfolios and 
statements of earnings and expenses. From the 


various reports and returns received from each 


bank a considerable amount of pre-examination data 


is compiled and the actual time which would otherwise 


OF 


« 4 


fats 


ee | toad oily ws, 


ic) vod opglayse samis te se 
wi? Qhadehvedt ta 16 tevenep 


jegd « 6 Sokdantmaxs tatsiae eae 
. «bertatw 


S74 Oa077 Gl telinto exe ooh eictt TSbrig 


— 
i 
; 
& 
& 
& 
ir 


: ® 
ba \, @2484 T4 salem oF sage) 
MILI 4 Ste ovat Vitupas Sas i” 
5% (taeesoen. od of mesh 
ay Joh Thasinthd polvte bees | 
ery ga eoneigie: gatvart 
E ts] lec 4 Sseploasiadne. Saas 
DIOS # fl et Nead, ass 
1% TeoeAS .19V8 ASRS Yo notenlIones 
M .O7 Messrs. stoqet od 
SUI8S Jlineye Bled etm * Ri 
Ces TE. JARI S269 Wisk ne soaant® to 


o} “orneqanl ee srotec anos 


WETS. TOTO wae, Serleoss anmigtex act? 


Jmesetecw .aoidetlidatl bas 


iy it tSyoge Io adetbadiay . eevissos 
a 


ARNG 08 BAA SR Ww esaeuesata 
a] 


oP ame 


yolane ov tedetnse eds Deeside fant te ¢ 


oH 5A aNtek ante: 
~ J 


Nethercut & Young 


Terente, Ontario A. 68 

1 be spent at the head office is reduced accordingly. 
a In Sakmiotahe the examinations, unnecessary dupli- 

3 cation of work is avoided when that work has already 
4 been efficiently carried out by bank inspectors or 

5 shareholders! auditors. The examinations do not 

6 embrace a physical check of cash or collateral or 

Z securities on hand, as this verification is already 
8 adequately covered by the latter. 

9 20. The banks are permitted by the Income 
10 Tax Act to set aside out of taxable income inner 

11 reserves to meet losses on loans and other invest- 
12 ments to the extent that the Minister of Finance may 
13 consider reasonable, having regard to all the 

14 circumstances. Rules for the determination of the 
15 maximum permitted reserves in each fiscal year are 
16 issued by the Minister and, following the annual 

17 examination'of a bank, the Inspector General reports 
18 to the Minister whether its reserves are within the 
19 prescribed limits in order that the Minister may so 
20 inform the Minister of National Revenue as required 
21 by the Quebec Savings Banks Act. 

he els Each savings bank is required to maintain 
23 at all times cash and additional reserves, the 

24 contents of which are described on page A.7%. Monthly 
25 returns are made to the Minister and to the Bank of 
26 Canada showing the status of these reserves and the 
27 | Act requires the Inspector General to make an 

28 | examination of the books and records of each bank 

29 to satisfy himself that the returns are correct and 
30. to report thereon to the Minister and to the Bank of 

| Canada. 
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Terente, Ontario 
22. As noted in the submission on the Bank 
Act, the degree of inspection of banks varies greatly 
in different parts of the world. It would appear, 
however, that the triple examination procedure in 
effect here is as complete as any that has come to 


our attention. 
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INNER RESERVES 
23» The banks maintain three types of 
inner reserves, namely, 

(1) Specific reserves, which are required by 
the Quebec Savings Banks Act to provide 
for estimated losses on loans and for 
market depreciation of securities other 
than those of Canada and the provinces, 

(2) Contingency reserves, which are for the 
purpose of meeting losses in excess of 
those covered by specific reserves which 
may occur but which are not apparent at 
the time, and 

(3) Tax Paid reserves, on which no further 
income taxes are exigible and the amount 
of which is in effect undisclosed rest or 
surplus. 

eu, The wording of section 52 of the Quebec 
Savings Banks Act is the same as that of section 68 

of the Bank Act to which reference is made on page A,25 
of the submission in respect of that Act and reads 

as follows: 

"(1) Where in the opinion of the Minister 
an amount set aside or reserved by any bank out 
of income, either by way of write-down of the 
value of assets or appropriation to any 
contingency reserve or contingent account for 
the purpose of meeting losses on loans, bad or 
doubtful debts, depreciation in the value of 


assets other than bank premises or other 
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Terente, Ontarie A. 71 
1 contingencies, is in excess of the reasonable 
2 requirements of the bank having regard to all 
3 the circumstances, the Minister shall notify 
4 the Minister of National Revenue of the amount 
5 so set aside and of the amount of such excess. 
6 (2) Nothing in subsection (1) shall be 
7 construed to give the Minister any jurisdiction 
8 | over the discretion of the directors of the bank 
9 with regard to amounts set aside, reserved or 
10 transferred to any reserve or other account 
11 from income upon which taxes have been assessed 
12 under any Act of the Parliament of Canada 
13 imposing a tax upon or in respect of income." 
14 25. By definition subsection (1) refers to 
15 specific and contingency reserves and subsection (2) 
16 refers to the tax paid reserves. Rules of the Minister 
17 of Finance for the determination of the prescribed 
18 aggregate reserves of a bank under subsection (1) 
19 are issued annually. A copy of the Rules for the 
20 fiscal years ended in 1961 is submitted on page A.73 
21 following, from which it will be noted that the 
a prescribed aggregate of the non-taxed reserves of 
23 a bank for that year was an amount equal to 5 percent 
24 of its related assets less specific reserves in 
25 respect of these assets. This amounted to approx- 
26 imately $5.5 million for the two banks after 
or| deduction of specific reserves. 
28 | 26. In the United States a savings and loan 
| association or a mutual savings bank is allowed 


A 30 | reserves of 12 percent of its depesits. If this 
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formula were applied to the Quebec savings banks 
at their last fiscal year ends, it would result in 
a permitted reserve far greater than that now 


prescribed. 
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Trento, Ontario 


RULES FOR THE DETERMINATION OF THE INNER RESERVES 
OF THE QUEBEC SAVINGS BANKS 


Issued by the Minister of Finance’ 


pursuant to sections 9 and 11(4) of the Income Tax 
Act 


September 13, 1961 


1. THE INNER RESERVES of a bank, for the purposes of 
these Rules, include all of its unpublished reserves 
other than the Bank Premises Depreciation Reserves. 
2. THE TAX PAID RESERVES of a bank include all its 
inner reserves upon which the taxes exigible by the 
Government of Canada have been assessed. 
3. THE SPECIFIC RESERVES of a bank include all its 
inner reserves against particular securities and 
loans that are required to reduce the book value of 
the relative assets to estimated realizable values. 
4, THE LOSS EXPERIENCE of a bank includes 
(a) in respect of the securities described in 
Rule 6(a), all provisions for specific reserves 
and reversals of these provisions; and 
(b) in respect of the loans, mortgages and 
hypothecs described in Rule 6(b), all losses 
and recoveries of losses, provisions fer specific 
reserves and reversals of these provisions. 
The net amount of the annual loss experience is to 
be transferred to the Contingency Reserves at the 
end of the fiscal year and added thereto or deducted 
therefrom as the case may be. 
5. THE CONTINGENCY RESERVES of a bank include all its 
remaining inner reserves and the prescribed aggregate 


of these reserves, hereinafter referred to as PAR, 
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Cork Batarie A. 74 
1 is an amount equal to 5% of the aggregate book value . 
2 of the assets described in Rules 6 less an amount 
3 equal to aus tetal of all specific reserves in 
4 respect of these assets up to a maximum deduction 
5 of 5% of their aggregate book value. 


6 6. THE ASSETS referred to in Rule 5 for the calcu- 


7 lation of PAR are 

8 (a) Securities other than 1) those of or 

9 guaranteed by the Government of Canada or a 
10 Canadian province, 2) those of or guaranteed 
11 by the Government of the United States or the 
12 United Kingdom issued for a term of less than 
13 one year and 3) shares of capital stock of a 
14 corporation. 
15 (b) Loans, mortgages and hypothecs other than 
16 1) day-to-day loans in Canada, 2) those to or 
17 guaranteed by the Government of Canada, the 
18 United States, the United Kingdom or a Canadian 
19 province, 3) those on the security of Canada 
20 Savings Bonds at the agreed rate for the issue, 
21 including those to employers under a payroll 
22 savings plan, 4) those to or guaranteed by other 
23 banks, 5) those which are not bearing interest 
24 | because of a contra deposit, 6) those to 
25} municipalities or charitable organizations which 
26 | are offset by a contra deposit bearing the same 
27 rate of interest, 7) those to a corporation 
28 | controlled by the bank, and 8) mortgages and 
vo hypothecs insured under the National Housing 

: 30] Act, 1954. 
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Terento, Ontario 
or if the total of the Contingency Reserves, after 
making the transfer pursuant to Rule 4, is greater 
than PAR at the end of a fiscal year, one-fifteenth 
of the surplus is to be deducted from the Reserves 
and added to the taxable earnings of the fiscal year. 
of if the total of the Contingency Reserves, after 
making the transfer pursuant to Rule 4, is less than 
PAR at the end of a fiscal year, any part of the 
deficiency may be extinguished by a transfer from 


the taxable earnings of the fiscal year. 
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Nethercut & Young ‘e 76 
Torento, Ontario 
CASH AND ADDITIONAL RESERVES 
an; Section 55 deals with cash and additional 


reserves, the basis of which has been altered several 
times in the past, the latest amendment being in 
1957. The pertinent subsections now read as follows: 


"(1) The bank shall at all times maintain a 


cash reserve in the form of notes of or deposits 
with the Bank of Canada or of deposits with a 
chartered bank in Canadian currency and such 
reserve shall be not less than five percent of 
such of its deposit liabilities as are payable 
in Canadian currency. 
.(2) The bank shall at all times maintain a 
reserve, in addition to that required by 
subsection (1), equal to at least fifteen 
percent of such of its deposit liabilities 
as are payable in Canadian currency in the 
form of 
(a) notes of or deposits with the Bank 
of Canada or of deposits with a chartered 
bank in Canadian currency, or 
(b) securities of or guaranteed by the 
Government of Canada or of a province." 
28. As almost all of the deposits payable 
in Canadian currency are in practice subject to 
chequing and on a demand basis, no attempt has been 
made to set different reserve percentage rates. 
29. It is not the practice in most other 


countries to permit chequing on interest bearing 


personal savings deposit accounts and no member bank 
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Terento, Ontario Roel t 
1 of the Federal Reserve system in the United States 
2 may allow interest on deposits navab ta on demand. 
3 
4 INVESTMENTS 
5 30. Section 58, section 59 as amended in 
6 1957, section 59A enacted in 1957 and section 60, 
7 copies of which appear as an Appendix at pages A.81 
8 to. A.84 set out in detail the investment powers of 
9 the savings banks. With the provisions in the so- 
10 called "basket clause" in section 59A the banks are 
11 not greatly restricted in this field at present. 
12 
13 LOANS AND ADVANCES 
14 Bil« Sections 61, 62 and sections 63 and 64 
15 as amended in 1957, copies of which appear as an 
16 Appendix at pages A.85 to A.&,detail the lending 
17 powers of the savings banks. Section 64 authorizes 
18 the bank to lend money on the security of first 
19 mortgages on residential property in an amount that, 
20 together with any purchases of these mortgages under 
21 section 60, does not exceed 40 percent of its deposit 
22 liabilities. 
23 32. Subsection (4) of section 64 as amended 
24 in 1957 eet gs that the 6 percent per annum 
25 limitation on the interest rate on loans and advances 
26 specified in section 71 does not apply to those made 
27 | under this section on the security of first mortgages. 
28 oe In most countries the laws relating to 
savings banks authorize the lending of money on the 


security of mortgages. Those of New York State 
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1 (as an example) permit investment in mortgages 

2 (1) to an amount not epeeearne 60 percent of the 

3 appraised value of any real property, or 

4 (2) to an, amount not exceeding 75 percent of the 

5 appraised value of improved residential 

6 property 

7 but the total of these investments must not exceed 

8 65 percent of the assets of the savings bank. 

9 

10 LOAN INTEREST AND CHARGES 

11 34. Provisions limiting the maximum rate of 
12 interest or discount that a savings bank may charge 
13 on a loan or advance first appeared by an amendment 
14 to the Act in 1948 when the rate was set at 6 

15 percent to agree with that of the chartered banks, 
16 and the same rate is continued in section 71 of 

17 the 1954Act. 

18 35. Subsection (2) of section 73 of the 

19 Act provides that the bank may make a charge for 
20 the keeping of an account if express agreement is 
21 received from the customer. Both the savings banks 
22 have personal loan plans under which they obtain 

23 further gross revenue in addition to the statutory 
24 interest or discount charged on the loan. 
25 36. In most European countries there are no 
26 limits on the rate of interest a savings bank may 
M7 charge on a loan or advance other than the normal 
28 | laws of usury. Some of the United States have 
0 | limits on interest rates. The Savings Bank Law 

/ 


30 of New York State (as an example) provides for a 
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Toronto, Ontario A. 79 
1 maximum interest or discount rate of 6 percent per 
2 annum. | 
3 
4 DEPOSIT INTEREST 
5 a ae The rates allowed on personal savings 
6 deposits have for many years been the same as those 
7 paid by the chartered banks. Changes in the latter 
8 are listed in paragraph 69 of the submission with 
9 respect to the Bank Act. The present rate is 2 3/4 
10 percent on minimum quarterly balance. 
11 38. As previously noted, most of these 
12 deposits are subject to chequing privileges. This 
13 practice is rarely found in the savings banks of 
14 other countries. 
15 
16 | UNCLAIMED BALANCES 
17 39% The banks are required by section 74 
18 of the Act to pay to Bank of Canada in trust for 
19 the rightful owner an amount equal to all deposits, 
20 bills of exchange and other like instruments payable 
21 in Canadian currency and unclaimed for a period of 
22 ten years. If an amount is for less than $10 and 
23 remains unclaimed after thirty years, it is 
24 prescribed and paid to the Receiver General of 
25 Canada for the Consolidated Revenue Fund. 
i) 
27] RETURNS 
HO, Sections 83 to 90 of the Act enumerate 


the returns that the banks are required to make to 


the Minister, namely, 
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Torente, Ontario 


1 (1) A monthly return of assets and liabilities 
2 (2) A monthly return of cash and additional 
3 Lope. Ves 


4 (3) An annual return of unclaimed balances in 


S Canadian currency 
6 (4) An annual return of interest charges 
7 (5) An annual return of shareholders. 


8 41. Section 91 of the Act authorizes the 


9 Minister to obtain such other information in such 


10 form as he may require and there are supplementary 
11 returns such as an annual statement of investment 
12 securities as well as explanatory information 


13 submitted on request from time to time. 
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Toronto, Ontario 
APPENDIX 
SECTIONS 58 TO 60 
QUEBEC SAVINGS BANKS ACT 
58. The bank may invest in 

(a) securities of or guaranteed by the 
Government of Canada or of a province; 

(b) securities of or guaranteed by the 
Government of the Taites Kingdom or of 
any colony, dependency or protectorate 
of the United Kingdom; 

(c) securities of or guaranteed by the government 
of any other country of the British 
Commonwealth or of any colony, dependency 
or protectorate of any such country; 

(a) securities of or guaranteed by the Government 
of the United States of America or of any 
state thereof; 

(e) securities of or guaranteed by a municipal 
corporation in Canada; 

em securities of a school corporation in Canada 
that derives its revenues from rates or 


taxes levied by it or on its behalf; 


(g) securities of an ecclesiastical or religious 
corporation incorporated in Canada; 

(nh) securities of a fabrique de paroisse or 
syndic issued under the Parish and Fabrique 
Act of the Province of Quebec; 

(i) securities of a corporation incorporated for 
the purpose of operating a hospital or 


sanitarium in the Province of Quebec; and 
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Toronto, Ontario feeteen ie 
1 (j) securities issued to finance the purchase 
2 of transportation equipment for a railway 
3 company incorporated in Canada, or for a 
a railway company owned or controlled by a 
s railway company so incorporated, if the 
6 securities are fully secured by 
7 (1) an assignment of the equipment to, 
8 or the ownership thereof by, a trustee, 
9 Ne and 
10 (11) a lease or conditional sale of the 
11 equipment by the trustee to the 
12 railway company; 
13 if the securities are not in default in 
14 respect of either principal or interest. 
15 59. The bank may invest in 
16 (a) the securities and preferred shares of a 
17 corporation incorporated in Canada 
18 (1) the common shares of which are listed 
19 on a recognized stock exchange, or 
20 more than one-half the common shares 
21 of which are owned by a corporation 
22 incorporated in Canada whose common 
ve shares are listed on a recognized 
24 stock exchange, 
25 (41) that has, in each of its last five 
26 | financial years ended less than one 
at year before the date of the investment, 

I 

Pd paid in cash, out of income earned in 
29 | the year of payment, 


30 | (A) a dividend on all its outstanding 
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APPENDIX 


Toronto, Ontario 
capital stock, or 
(B) interest in cult upon all of its 
outstanding securites, and 
(iii) that has an unimpaired paid-up capital 
and earned surplus in excess of five 
hundred thousand dollars; 

(b) the shares of a chartered bene that has, in 
each of its last five financial years ended 
less than one year before the date of the 
investment, paid in cash, on all its out- 
Standing capital stock, a dividend out of 
income earned in the year of payment; and 

(c) any other securities approved by the Treasury 
Board; 

if the aggregate value of the investments on the 

books of the bank under this section, together 

with the market value of the proposed investment, 
does not exceed fifteen per cent of its deposit 
liabilities. 

The bank may invest in the securities and share 
of a corporation incorporated in Canada, other tha 
one mentioned in section 58 or 59, the securities 
of which are not in default in respect of either 
principal or interest, if the aggregate value of 
the investments on the books of the bank under 
this section, together with the market value of 
the proposed investment, does not exceed fifty 


per cent of the paid-up capital and rest account 


of the bank. 
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1 60. The bank may, subject to this Act, invest in 
| 2 (a) mortgages and hypothecs adhe the security 

3 of which the bank may lend money and make 

4 advances under section 64; and 

5 (b) mortgages and hypothecs pani dite security 

6 of ‘which the bank may lend money and make 


7 advances under the National Housing Act, 1954. 
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1 APPENDIX 
2 SECTIONS 61 to 64 
3 QUEBEC SAVINGS BANKS ACT 
4 61. The bank may lend money and make advances to any 
5 person if the bank takes as security for the 
6 repayment of the loan 
7 (a) any of the securities mentioned in section 
8 58, the market value of which, at the time 
9 the loan is made, is not less than the amount 
10 of the loan; 
11 (ob) the shares of a chartered bank or the 
49 securities or shares of a corporation other 
13 than one mentioned in section 58, the market 
14 value of which, at the time the loan is made, 
15 is not less than one hundred and twenty per 
16 cent.of the anount of che loan; or 
17 (c) a life insurance policy, the cash surrender 
18 value-.of which, at the time the loan is 
19 made, is not less than the amount of the 
20 loan, 
21 and the bank takes the security with authority 
22 to sell it or realize thereon. 
3 62. The bank may lend money and make advances without 
24 security to the Government of Canada or a 
25 province. 
26 63. The bank may lend money and make advances without 


security 


(a) to a municipal corporation in Canada; 
(b) to a school corporation in Canada that derives 


its revenues from rates or taxes levied by it 


r on its behalf; 


———— ae 
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APPENDIX 


(c) to an ecclesiastical or religious corporation 


(d) 


(e) 


(f) 


(g) 


incorporated in Canada; 
to a fabrique de paroisse or syndic that is 
subject to the Parish and Fabrique Act of 
the Province of Quebec; 
to a corporation incorporated for the purpose 
of operating a epi e Sanitarium in 
the Province of Quebec; 
to a corporation incorporated in Canada, in 
an amount that, together with the amount 
Owing by the corporation to the bank in 
respect of any other loan under Sie vig 
does not, at the time the loan is made, exceed 
the unimpaired paid-up Capital and earned 
surplus of the corporation, if 
(i) the loan is authorized by resolution 
of the board of directors of the bank, 
(11) the corporation has an unimpaired paid- 
up capital and earned surplus in excess 
of five hundred thousand dollars, and 
(iii) the corporation has, in each of its 
last five financial years ended less 
than one year before the date of the 
Loan, paid: in cash, on B12 4Ats out 
standing capital stock, a dividend 
out of income earned in the year of 
payment; or 
to any individual in an amount that, together 


with the amount owing by the individual to 
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the bank in respect of any other loan under 
this section, does not, at the time of the 
loan, exceed five thousand dollars; 
if the aggregate outstanding amount of the loans 
made by the bank under this section, together 
with the proposed loan, does not exceed five 
per cent of its deposit. liabilities; 
(1) The bank may lend money and make advances 
on the security of a first mortgage or 
hypothee on improved real or immovable 
residential property in Canada if 
(a) the loan is authorized by a resolution 
of the board of directors of the bank, 
and 
(b) the amount of the loan does not exceed 
the lesser of 
(1) sixty per cent of the value of the 
real or immovable property on which 
the mortgage or hypothec is taken, 
or 
(ii) one hundred thousand dollars, 
and the aggregate amount outstanding of 
(c) loans made by the bank under this section, 
(d) loans made by the bank under the 
National Housing Act, 1954, and 
(e) mortgages and hypothecs invested in by 
the bank under section 60, 
together with the proposed loan, does not 
exceed forty per cent of its deposit 


liabilities. 
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Terento, Ontario A. 86 
1 APPENDIX 
2 (2) In this section none Aa e or immovable 
3 residential property" means land or immovable 
4 property upon which there is situate a 
5 building that sone tence a permanent 
6 improvement to the property or on which 
’; there is such a building in the process 
8 of construction, if at least one-half of the 
9 floor space of the building is used, or in 
10 the case of a building in the process of 
11 construction, is to be used, for residential 
12 purposes. 
13 (3) This section does not limit the authority 
14 of the bank to accept a mortgage or hypothec 
15 of any amount as part payment of the sale 
16 price of real or immovable property sold 
17 by the bank, 
18 (4) The provisions of section 71 do not apply 
19 to loans and advances made under this 
20 section. 
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o 
A” 
6 ADDENDA TO THE SUBMISSION 
7 (May, 1962) 
8 to the 
9 ROYAL COMMISSION ON BANKING AND FINANCE 
10 with respect to 
11 THE BANK ACT 
12 and 
13 THE QUEBEC SAVINGS BANKS ACT 
14 
15 
16 
47 
DEPARTMENT OF FINANCE, C. F. ELDERKIN, 
OTTAWA, January, 1963. Inspector General of 


Banks. 
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The following notes and tables provide the latest 


available information on certain matters referred to 


in the submission of May, 1962 at the undernoted pages 


and paragraphs. 


Page 


A. 95 


94 


95 


oi 


_ 14 


Paragraph 


afd 


A revised statement of additions 
by chartered banks to rest 
account and paid-up capital is 
appended as Table 1. 

A statement of approximate asset 
and liability percentages of 
chartered banks and United States 
insured commercial banks at 
December 31, 1961 is appended as 
Table 2. 

A statement of earnings and expenses 
and other information of the 
chartered banks for the financial 
years ending in 1962 is appended 
as Table .3. 

A statement of approximate earnings 
and expenses percentages of 
chartered banks and United States 
insured commercial banks for 1961 
is appended as Table 4, 

At November 30, 1962 the eight 
banks had 5,488 branches of which 
164 were outside Canada, and 


total assets of almost $20 billion. 
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43 


45 


52 


A. 91 


In 1962 more than 3,200 reports 
covering aggregate outstanding 
loans of over $4,100 million 

were received from the banks. 

For the chartered banks as a 
whole, the permitted contingency 
reserves at the 1962 fiscal year 
ends amounted in the aggregate 

to $326 million or 2.951 percent 
of related assets after deduction 
of specific reserves from the 
maximum reserves allowed. 

The United States allows a general 
reserve which includes any 
specific reserves on loans if a 
bank elects to adopt this method 
for income tax purposes. 

The Rules for the determination of 
the inner reserves of a chartered 
bank for the fiscal year ended 

in 1962 prescribed a maximum 
reserve percentage of 3.624, 

The formula in use would produce 

a maximum reserve percentage of 
3.504 for the 1963 fiscal year. 

At November 30, 1962 the chartered 
banks had 5,324 branches in Canada 


and 164 elsewhere. 
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Paragraph 


3 


oo, 


A comparative classification of 
loans of the chartered banks in 
Canadian currency at September 30, 
1961 and 1962 is appended as 
Tanie5. 

The rate of interest paid by the 
chartered banks on minimum 
quarterly balances of personal 
savings deposits was increased 


to 3 percent from July 1, 1962. 


A statement of the assets and 
liabilities of the Quebec savings 
banks at November 30, 1962 is 
appended as Table 6. 

At November 30, 1962 the Quebec 
savings banks had 75 branches and 
over $363 million of assets. 

The rate of interest paid by 
Quebec savings banks on minimum 
quarterly balances of personal 
savings deposits was increased 


to 3 percent from July 1, 1962. 
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Terento, Ontario Page A .S - Revised Table 1 
1 STATEMENT OF ADDITIONS BY BANKS TO REST 
ACCOUNT AND PAID-UP CAPITAL DURING THE 
4 YEARS 1954 TO 1962 AND TOTALS FOR PRIOR 
YEARS 
3 
(Amounts in thousands of dollars) 
4 } 
5 
Rest Account 
6 From Issue 
From of Capital Paid-up 
7 Profits! stock Total Capital 
8| Bank of Montreal BOS1SO 50,850 90,000 24,750 
9 The Bank of Nova 22,520 36 , 480 59 ,000 12,000 
Scotia 
10 2 
The Toronto~Dominion” 21,200 34,800 56 ,000 £7,000 
11 Bank 
12 The Provincial Bank 6 ,800 6,192 12,992 3,995 
of Canada 
13 
Canadian imperial Bank ; 
14 of Commerce? 76,570 60,430 137,000 29,680 
115 The Royal Bank of 
| Canada 90,460 SO, Ole Ore 31,528 
16 
Banque Canadienne 


17 Nationale 19,000 9,000. 28,000 3,000 


18 The Mercantile Bank 
of Canada 600 HOO} fo 4 COO h ,OOO 


All banks, 1954-1962 276,300 280,763 557,063 1253055 


Aha. banks, prior 
years 138 ,510 116 ,490 255,000 451,000 


Totals h14,810 397,253 812,063 276 ,953 


Notes 1 Including re-transfers from inner reserves. 


2 Including figures of The Bank of Toronto and 
The Dominion Bank prior to amalgamation. 


3. Including figures of The Canadian Bank of 
Commerce, Imperial Bank of Canada and Barclays 
Bank (Canada) prior to amalgamations. 
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Toronto, Ontario 
: PageA.9- Revised Table 2 
2 APPROXIMATE ASSET AND LIABILITY PERCENTAGES 
AS AT DECEMBER 31, 1961 
3 CHARTERED BANKS AND U.S. INSURED COMMERCIAL BANKS 
4 
United 
5 Canada Statesl 
% % 
6 Assets 
7 Cash assets and due from banks 15.9 18.0 
8 Federal government securities 19.8 2h .3 
9 Provincial or State and municipal 
securities 529 (em 
10 
Other securities 6.0 1e3 
11 
Loans and discounts 52.0 46.6 
12 
All other assets aot Ane 
c1S 
208 @) LOOROD 
Liabilities 
Federal government deposits ar oTO 
Deposits and balances due other banks 4.8 6.4 
Demand deposits, other | 28.7° 49.1 
Time and savings deposits, other 557° 30.6 
All other liabilities oul 2.8 
Capital funds 5.6 8.5 
100.0 100.0 


Notes 1 Source: Annuai report of the Federal 
Deposit insurance se ERATE for the 
year ended December 31, 1961. 
Figures are adjusted in some cases to fit 
Canadian titles. 


2 Partially estimated. 
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THE CHARTERED BANKS OF CANADA 


EARNINGS, EXPENSES AND OTHER INFORMATION 
FOR THE FINANCIAL YEARS ENDING IN 1962 


(Dollar amounts in millions) 


Compiled from returns made pursuant to section 106 of the Bank Act 


CURRENT OPERATING EARNINGS $ 


Interest and discount on bee) FeF= POO CORO ON OO ONE DOODOOOA COU RON OASIS 611.5 
Interest, dividends and trading profits on securities. .coccsscceccsess 211.3 
Exchange, commission, service charges and other current 

Operating CANIN erecccccccevcvscececeessecesvesssccsevesvvcccceseere 154.0 


Total current Operating CarNingd ceccccvcccescercoescccsccces 976.8 


CURRENT OPERATING EXPENSES 


Interest on GEPOSLUS ceececocceesccesvececcavececoeenciocee cieceeesioesioeees 35563 
Remuneration to EMPLOYEES esoveccecccsccvccccsecesesessececceseeesescces 260.9 
Contribution to pension PUNdS cocccccccccccccccvecvcccccsesececccsoesees 13.6 
Provision for depreciation Of bank PreEMLSedecccccccccesscscsccscccccscces 22.4 
Other current operating EXpeNnseSecoccccccccccsccsceresevesecveeveccesce 135.4 


Total current Operating CXPENSCH vecvecovrecseccscecsecververe 787.6 


Net current operating eaininie ves éncdsees odes ct duneetieneusmecete meena 189.2 
Add 3 Capital profits and non-recurring fhenal vo: os uwencmere e@eeesveece 250 
Less: Provision fer losses and additions to inner reserves, net ‘secseseee ( 24.7) 
Less: Provision for income taxes’? .eccccccccc ces e ee cet elle 85888 eens esees 84.7 


Leaving for dividends and shareholders equityeccccccccccccccccccccccccees 81.8 


Of whichs Dividends to SHATeCHOlLAeETSececececcesccssccescosevesesores 60.3 
Additions to shareholders CQUITYerccccesccecccereccceecs 21.5 


ADDITIONS TD SHAREHOLDERS EQUITY AND INNER RESERVES 
TWENTY-FIVE FINANCIAL YEARS ENDING IN 1962 


mT 


SHAREHOLDERS EQUITY $ 
Undivided Profits 
From operating earnings, net after transfers to rest Accounts css eO ce 


Rest Account 
From operating earnings and undivided profitSecceccrccccccccccccsere 179.6 
From retransfers From L™MMET YTESCIVESG cceccoeseseceesseeesesessessesees 210.0 
From premium CD NEW SHATTERS cccccceseesee esses esses sees esseseesesesssere 288.7 


Capital Paid ‘p 
Froz isague .f new SHATCS ce cecee sees e esos He Heo OHH eessesHeseeeeesesoere L315 


Net additicn to shereholders CDULTV co cececccevcvesreveccesesscsseseseres 809.0 


INNER RESERVES 
From operating earnings and Capital PrOfFitSececcccesccseescesecsecsecer 506.4 
Less; Amount retransferred to rest bk ii ae ee Redes a ae (210.0) 
Less: Losses on loans and investments~’~? 


eCoOeeee Teese eHeeeeeees Ted: 
Net addition to inner TESST VES cceeceeese Sees eeeeseseeeSesesHeeeeeHeeseeeeeeee 206.3 


# Ratio of average annual loss experience to related assetareseeseerevees «146 % 


———— Ee 


md 
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Nethercut & Young 
A. 96 


Torente, Ontario 


NOTES 

1 Realized profits and losses on disposal of 
securities are included in operating earnings. 

2 Before provision for income taxes, losses and 
transfers to inner reserves. 

oF proedts and losses on sale of fixed assets 
and adjustments relating to prior years. 

4 After amounts retransferred to rest account. 

5 Includes income taxes on taxable portion of 
additions to and amounts retransferred from 
inner reserves, and foreign taxes. 

6 Losses and provision for losses on loans and 
provision for market valuation of investments 
other than securities of Canada and the provinces), 


less recoveries. 


OTTAWA, 1 Saeed iG. ie a 
January 7, 1963. beputy Minister of Finance. 
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Nethercut &é Young 


Toronto, Ontario Page A. 13- Revised Table 4 


APPROXIMATE EARNINGS AND EXPENSES PERCENTAGES 
CHARTERED BANKS AND U.S. INSURED COMMERCIAL BANKS 


CANADA - FISCAL YEARS 1961 : U.S. - CALENDAR YEAR 196 


Canada 


Earnings 
Interest and discount on loans Sten 


interest, dividends and trading profits 


on securities 2eyS 
Other operating earnings sl eyo) 
100.0 

Expenses 
interest on Resse te Soa 
Remuneration to employees Zils 
Depreciation of bank premises ie 
Other operating expenses eS 
78.4 
Net operating earnings 216 


Distribution of net operating earnings 


Provision for losses and additions to 


inner reserves ,net -6.4 
Provision for income taxes 53.6 
Dividends to shareholders S057) 
Additions to shareholders’ equity 22.4 

100.0 


Note 1 Source: Annual report of the shat ok Mas aig 
Ynsurance Corporation. Figures adjusted in 
some cases to fit Canadian titles. 
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1. 


2. 


3. 


CLASSIFICATION OF LOANS IN CANADIAN CURRENCY 


OF 


THE CHARTERED BANKS OF CANADA 


GOVERNMENT AND OTHER PUBLIC SERVICES 
(33 Provincial governments....esese. 
2) Municipalities and school 
COYPOFations .ccocccccccccccccecs 
(3) Religious, educational, health 
and welfare. institutions....... 


Total Government and Cther Public 
SET VLC S Btargelel delet stereleretereieiw: cielo. a everenele 


INVESTMENT DEALERS AND BROKERS 

(1) Investment dealers, day-to-day, 
BECULED . scinc cece cesecccies sccwies 

(2) Investment dealers, call and 
BUOKL, SECULEO wes ciclo s sie 6 oe cieie 

(3) Stockbrokers, call and short, 
BECUTEH o occcecescccvcccccvesoce 


Total Investment Deslera and 
HST TG pi clove ancl alelale oreo eleue oe .e\e 616 0148.8 


PERSONAL 
(1) Individuals, for other than 
business purpo es 
(a) On the security of Saneda 
Savings Bonds at the agreed 
rate for the igsue.cecceees 
(b) On the security of merket- 
able stocks and bondsececeee 


(2) Individuals, for other thon 

business pirposea 

(a) For Fome Improvement, under 
the National Housing Act... 

(b) On the security of motor 
Vehiclescceccceccecscccvece 

(c) On the security of other 
household propertyVecccreccece 

(d) Repayable by instalmers, 
not elsewhere classified... 

(e) Repeyable otherwise, not 
elsewhere clagssifiedecocese 


Total Personelececcsvcosevcereennece 1,496, 856 


Number of 
Accounts 


46 
4,788 


Sidon OR YEE: 


12,006 


85, 719 


131,002 
216; 7eL 


63,211 
188,624 
Sewaes) 
4O9, 261 


Sept. 30, 1962 
Millions 
of Dollars 


S252 
334.6 


CEG: 


588.3 


163.8 
47.1 


64.1 


275.0 


21.2 


366.5 
387-7 


70.5 
234.5 
42,2 
364.2 
96042 


1,659.3 


Avs 
Table % 
Sevt. 30, 1961 
Number of Millions 
Accounts of Dollars 
yy LO 7, 
4,691 260.9 
6,699 192.0 
11,434 463.6 
68 Meas 
he 49.6 
4.93 59.4 
809 296.5 
82,630 22.9 
205,441 341.9 
65,443 64.3 
146,979 183.5 
43,072 34.8 
429,292 280.6 
__ 486,133 hol 4 
1,376,360 1,399.5 
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Sept. 
Number of 


Accounts of Dollars 
——— ew eee 


4, AGRICULTURAL, INDUSTRIAL AND 
COMMERCIAL 
(1) Agriculture 
(a) Farmers, under Farm 
Improvement Loans ACT ee sess 
(b) Farmers, not elsewhere 
RAGOBITI OR esses acc 0's 0 oees 166,231 


151,513 


317, 744 
(2) Industry 
a) Chemical and rubber products 870 
b) Electrical apparatus and 
BUDD LUCE eleteinie eelsieicieisicecae cs IL Syels! 
(c) Food, beverages and tobacco. 6,534 
(d) Forest DROGUCUB sierlortelt ete ae ce 7,910 
bel trate trae, 0 See bear oie) Raton 1,420 
4 Iron and steel products..... Sqllis 
@) Mining and mine products.... 1,514 
(h) Petroleum and producte...... 886 
(1) Textiles, leather ana 
PLOCHIDE bs eve seeedevteseos. 4,293 
2 Transportation equipment.... 2,589 
k) Other products ..ccoccceccces 4482 
35,149 
(3) Public utilities, transportation 
and comminication companies 
te} Guaranteed by a province.... 183 
Wy OCHER. PIIWS oe icon ike caeece 8,084 
8,267 
(4) Construction contractorgsesseses. 2h , 837 
(5) Grain dealers and exporters..... 732 
(6) Instalment and other finance 
COMPAMNESeisleleis|s seeistsiore ¢ece ccie ie 1,033 
Pry Merchandisers. o.oo icesesccecsdus 86,745 
(8) Other dusiness...cecsscceccccece 90, 302 
Total Agriculturel, Industrial 
BUA COMMCTCIA We ele sielavsiereree e oc cae 564, 809 
TOTAL LOANS IN CANADIAN CURRENCY 
(Other than mortgages and hypcthercs 
insured under the National Rous ing 
ACE, 1954) ronececcsceccccccccccscesces 2,074 47h 
aS Se 


# Revised 


0, 1962 
Milliong 


22361 


331.7 


554.8 
58.8 


99.4 
£5769 
212.5 

34.9 
256.1 
NES 5 
108.0 


243.0 
95.67 
126.6 


1,629.0 


2766 
207.6 
23562 
388.4 
372.9 


268.0 


1,095.5 
981.3 


29925 01 


8,047.7 
———— 


SUPPLEMENTARY INFORMATION 


5. Par value of Government cf Censda 
securities held as security for 
loans in classification 3(1)...ceee - 


6. Loans to finance companies controlled 
by industrial corporations included 
BRCAAGR LEC At LOR UG) «ies ov eee «8% 92 


7.» Loans under the Small Businesses 
Loans Act. ross. coscece 


eee eee eenne 


129.5 


Sept. 30, 1961 
Number of Millions 


Accounts 
mene ee 


149, 892 


156,032 
305,924 


720 


1,541 
6,554 


8,165 - 


DESO, 
3,170 
sie hy oe 
1,041 


4,367 
3,684 


4,191 
36,312 


2114 
8, 526# 
8,737 
25,769 

843 
1,097 
89,676 
90,918 


9595276 


ee 


1,947,879 
=a 


of Dollars 


199.2 


276.4 


475.6 
5165 


7230 
209.0 
180.6 

28.2 
194.4 

90.3 
100.0 


199.0 
92.5 
108.4 


1,325.9 


6 Le 
158.3# 
164.7 


345.8 
37761 


248.0 
897.2 
781.7 


4,616.0 
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STATEMENT OF THE ASSETS AND LIABILITIES 
OF THE QUEBEC SAVINGS BANKS 
as at November 30, 1962 


CoMPrILeD FROM RETUKNS MADE PURSUANT TO SECTION 83 or THE QuenEc Savinos BANKe Act 


The La Banque 
Montreal d'Economie 
City and de Québec, Total 


District The Quebec 
Savings Bank/Savings Bank 


$ $ $ 


Assrts 


1, Notes of and deposits with Bank of Canada and deposits with chartered 
banke in Canadian currency........0........0..0...00,000y ee, 24,448, 133 3,144,477 27,592,610 
26,926, 500 2,253, 132 29,179, 632 


30, 383, 394 1,406,790 31,790, 184 


exceeding amortized value.......................... Ait arith mee 67, 202, 547 15, 589, 871 82,792,418 
5. Canadian municipal and school corporation securities, not exceeding 
market value......... Ros omelsieln tonne Goir bl asnetelecieh malas ie Oe PEA ea a ae 26,383,424 13, 235, 247 39,618,671 
6. Other Canadian securities and shares, not exceeding market value....... 18,017,792 7,770,270 25,788, 062 
7. Securities and shares, other than Canadian, not exceeding market value. .|..... x 
8. Mortgages and hypotheca insured under the National Housing Act, 1954. . 9,507,176 |.. 9,507,176 
9. Other mortgages and hypothecs, less provision for estimated loas....... 76,718,460 8,471,319 85,189,779 
10. Loans otherwise secured, less provision for estimated lost hae. 9,875,005 1,076,722 10,951,727 
11. Loa 10, 863, 123 1,589,065 12,452,188 
12. Poor Fund or Charity Fund investments 180, 000 83,000 263,000 
13, Bank premises at cost, leas amounts written off.............. 7,000,000 1,532,438 8,532,438 
1k gen erin fi a tac ea Re dea a ar a aia a 98,876 37,251 136, 127 


aphuibinisaraianefucx'a nia cite ou xialelubarvin. efatelarelawmer tele eeraietae hens ke 307, 604,430 56, 189, 582 363,794,012 


1. Deposits by Government of Canada.......0. 000.000 c cece cc ccceccec cece. 20,841, 278 1,523,644 22,364, 922 
2. Deposits b ; 1,902,341 1,902,341 
3. Deposit lisb | 275,301,852 46,112,010 321,413, 862 
4. Advances from Bank of Canada, secured.............................. 4... ; ‘ : Bs 

5. Advances from chartered banks, secured 2,475,000 2,475,000 
6. Poor Fund or Charity Fund Trust....... 180,000 83,000 263,000 
7. Other liabilities 579,176 280,959 860,135 
8. Capital paid up.... ; 2,000,000 1,000,000 3,000,000 
9. Rest account...... ; fee erinte ts 8,500,000 2,500, 000 11,000, 000 
10. Undivided profits i 202,124 312,628 514,752 
Total Liabilities 307, 604, 430 56, 189, 582 363,794,012 


Darantment or FINANCE, K. W. TAYLOR, 
Orrawa, Decemarr 13, 1962 Deputy Minieter of Finance. 
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